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Il. 


GENERAL WALKER AGAINST CAPITAL AND INTEREST. 


I HAVE not the honor to have gained for my opinions 
on capital and interest the approval of General Walker. 
That eminent scholar has expressed his sharp dissent 
from my views in an article, no less sharp in its criticisms 
of them, published some years ago in the pages of this 
scholarly journal.* His authority, great as it is and well 
merited, gives such weight to attacks made by him that I 
may not venture to leave my tenets undefended. General 
Walker concentrated his attacks upon four chief points. 
I shall endeavor to devote to each of these, taking them 
up in the order in which he presented them, a few words 
by way of defence and refutation. 


I. General Walker disapproves the spirit in which I 
have sustained my criticism of the older theories of in- 


*See vol. vi., No. 4 (July, 1892), p. 399, seg., “‘ Dr. Béhm-Bawerk’s The- 
ory of Interest.”’ 
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terest. Instead of “seeking to set forth tolerantly and 
sympathetically what they really meant and tried to say,” 
I have sought only “to catch them up on their deficien- 
cies of statement or blunders of expression.” In a word, 
General Walker reproaches me that I have not criticised 
my predecessors with sufficient generosity. 

A serious charge, indeed! I should feel exceedingly 
sorry, were I forced to think I had deserved it. For- 
tunately General Walker has enumerated somewhat spe- 
cifically the points upon which he bases his charge; and 
I believe these points are not of such a nature that I 
have cause to fear the reader’s judgment. Baldly stated, 
General Walker is an assured adherent of the theory of 
interest which I have termed the “Indirect” or “ Reasoned 
Productivity” theory. Hence, very naturally, he inclines 
to give to theories of this sort a preference over all other 
theories,— for example, over the Abstinence theory, the 
Use theory, or the “Naive” Productivity theories. He 
is, however, so thoroughly convinced of the superiority 
of the “Indirect” Productivity theory that he cannot at 
all imagine how any man of intelligence or understanding 
should adhere to any other. Accordingly, when I have 
assigned various authors to one of the other aforesaid 
theories, he has held this to be, first, a disparagement of 
those authors, and, second, a misrepresentation of their 
real meaning; for only an ungenerous interpretation of 
some faulty expression has made it possible, he thinks, 
to ascribe to them that other theory,— really without 
doubt their meaning, too, is quite consistent with the 
Productivist theory. 

General Walker is explicit concerning the Use theory. 
He is convinced “that no economist of rank, who had 
given more than a passing thought to interest, ever held 
any of the ingenious Use theories stated by Dr. Bohm- 
Bawerk in any other sense than that the use of capital 
is productive, as the Productivists employ that term.” 
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And the celebrated and widespread Abstinence theory 
is likewise but an invention of my critical fancy. It 
does not exist as a theory in literature. The real theoreti- 
cal implication of authors who base interest on abstinence 
is likewise consistent with the Productivity theory. The 
reference to abstinence was intended to afford merely a 
moral justification, not a scientific explanation of interest. 
“They thus reached a social justification of interest, 
which no one of them probably ever mistook for a sci- 
entific ascertainment of the cause of interest.” 

Must one not exclaim at this, “The Lord defend us 
from our friends!” What would Senior, the subtle, 
fine, through and through theoretician who laid bare 
with such critical acumen the theoretical errors of his 
predecessors, and perfected his system by placing “ ab- 
stinence” in the centre of a well developed theory of 
prices and interest,— what would this master of theory 
say to the assertion that it had not once entered his head 
to seek a scientific explanation of interest which should 
be his own? Or what would Menger, who was first to 
declare and to lay stress upon the thesis that the means 
of production derive their value from the product, and 
do not regulate the value of the product,— what would 
Menger say to the statement that he, too, had explained 
the value of products solely by reference to a productive 
power inherent in the instrument of production, “ capi- 
tal.” I beg General Walker’s pardon, but I believe 
that these excellent theorists and many others stand in 
much greater need of defence against their defenders 
than of defence against me; and I believe, furthermore, 
that my critical history of the theory of interest would 
have been not only very monotonous, but also essentially 
incorrect, had I undertaken to extract from all the old 
and new theories nothing but Productivist opinions. 

But General Walker expressly selects a special case 
for an illustration of my reprehensible method of histori- 
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cal criticism. For this purpose he selects the case of 
Lord Lauderdale. With considerable animation and at 
some length he accuses me of having classed Lord Lauder- 
dale with the “ Naive Productivists” solely because Lord 
Lauderdale had failed to state in so many words a per- 
fectly self-evident proposition, and accuses me further 
of refusing Lord Lauderdale the honor of association with 
the “Indirect Productivists,” “to whom the critic assigns 
a higher place, and to whom he accords a far more re- 
spectful treatment.” I must confess that I read this 
charge with the greatest surprise; for I thought I remem- 
bered with certainty that I had classified Lord Lauderdale 
not as a Naive, but as an Indirect Productivist. There- 
fore, I referred to my own book, and found, as any reader 
may find on page 143 of the English edition of Capital 
and Interest, that I had classed Lord Lauderdale with 
the Indirect Productivists, using words which absolutely 
cannot be misunderstood,— indeed, that I had as I be- 
lieve in rather a distinguishing manner placed Lord 
Lauderdale conspicuously at the head of the Indirect 
Productivists. To me the contrary assumption made by 
General Walker is explicable only upon the further 
assumption that this excellent scholar, while doing me 
the honor of writing about my book, has done me the 
honor of reading it with a much less flattering degree of 
thoroughness. I will not embarrass my honored opponent 
by indulging here in the declamatory queries so often 
directed against me: “Is this good criticism? Is it good 
history?” I will make but one other observation and 
so finally dispose of the matter. 

General Walker believes that I blame Lauderdale for 
not expressly asserting as a fact a fact which is perfectly 
self-evident; namely, that any instrument of production — 
for example, a machine —turns out more than it costs. 
That, too, is a misunderstanding. I blame Lauderdale 
rather because he has failed to make the slightest attempt 
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at the explanation of that fact, and so has failed to come 
at the real kernel of the problem of interest. That Lord 
Lauderdale should not even once have made express men- 
tion of the very fact which really needed to be explained 
is to my mind only a secondary matter, although an omis- 
sion consistent with his exposition — consistent because 
evidently no such omission could have been made, had 
Lord Lauderdale attempted any real explanation of in- 
terest. 


II. General Walker brings, as a further accusation, the 
charge that I have not placed capital on the same footing 
with land and labor, that I have recognized only the two 
latter factors as truly original elements in production, 
and have in contrast denoted capital as an agent purely 
derivative and secondary in its nature. He has a double 
ground for objecting to these propositions. 

In the first place he reproves me for bringing up the 
question at all. For it is irrelevant and foreign to an in- 
quiry after the origin of interest. “I confess I do not see 
the importance of this. Whether capital, as an element 
of production, be derivative and secondary, or original 
and independent, does not affect the inquiry how interest 
on capital is generated, out of what fund it is paid, from 
what source it springs.” ‘And for none of the purposes 
of that partition (between land, labor, and capital) does 
it matter a pin whether one of these powers was, in its 
source, different from the others. It is the origin of in- 
terest, not the origin of capital, with which we are con- 
cerned.” 

Very excellent! Still, General Walker overlooks two 
things. First, that my Positive Theory is not a mere 
theory of Interest, but a general Positive Theory of Capi- 
tal, and that as such it had to raise and answer the ques- 
tion of the origin of capital, independent of the bearing of 
that question upon the inquiry into the origin of interest. 
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He overlooks, furthermore, that it is not I who unduly 
connect these two perfectly independent problems; that, 
on the contrary, I have endeavored merely to prevent 
others from confusing one with the other. Confusion 
seems to me to characterize the expositions of those Pro- 
ductivists who assert, as an axiom, that capital represents 
an elementary productive power fully co-ordinate with 
land and labor, and then base their explanation of interest 
upon that very productive power which they assume to 
exist. 

General Walker, however, censures me not only for 
raising the question, but also for answering it as I have 
done. To be sure, he cannot directly deny that capital, as 
the “ product of man working upon nature,” really is only 
a derivative factor of production; but, if I understand his 
argument correctly, he charges me with inconsequence. 
In the question at issue he places horses, mules, and oxen 
on a level with men. The laboring powers of cattle and 
horses are derived from nature. But are not the powers 
of man similarly derived? ‘What is man’s bone and 
muscle but vegetable and animal matter wrought upon by 
nature’s wonderful alchemy? There is not the faintest 
shadow of a reason for referring the laboring powers of 
brutes to nature, and not referring those of man also.” 

Very excellent again — on the assumption that General 
Walker and I are writing only a treatise on physics. On 
page 12 of my Positive Theory I have described the purely 
physical basis of production. There I make an assertion 
entirely consistent with General Walker’s position; for I 
assert that man is “himself a part of the natural world,” 
and that therefore, “notwithstanding the interference of 
man, the origin of goods remains purely a natural process.” 
I believe, however, that it is not our intention to write 
physical treatises exclusively, but also, and indeed mainly, 
to develop economic theory ; and, if this be our purpose, it 
is not a matter of indifference to us that the mass of 
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natural muscle and bone called man happens to be the 
hero and centre of all economic activity, that he happens 
to be the one who directs this activity as well as the one 
for whom: it is carried on. This fact, I think, gives some 
justification for separating man from the world of nature 
of which he is physically a part, and placing ‘him in oppo- 
sition to the impersonal world of nature as a factor to be 
considered by himself, Man, surely, is not a chemical or 
physical force; but he is surely an economic force, and 
is still more certainly a productive power. We cannot 
conceive “ production” unless we specially postulate man 
and his activity: it is the addition of man’s activity as 
a powerful directing agency that distinguishes the inten- 
tional, purposeful production of goods from the purely 
natural growth of wild berries, trees, and animals of the 
forest. 

Since I do not believe that these reasons for a separate 
treatment apply to horses, mules, and oxen, I do not deem 
it inconsistent to count man for purposes of economics, 
and in distinction from oxen, a separate element alongside 
of impersonal nature. When General Walker supports 
the argument that “man’s powers are derivative and 
secondary in an even higher degree than the powers of 
the ox and the ass” with the statement that, according to 
both the Bible and Darwin, the wild animals were in the 
world before man, I am not perfectly sure that this argu- 
ment is to be taken seriously. Should General Walker, 
however, in full earnest defend it, I should like to an- 
swer no less earnestly that the argument seems to me 
to owe its plausibility to its ambiguity,—to the fact, 
namely, that no clear distinction is made between the 
races man, horse, etc., as such, and the conerete representa- 
tives of those races which come into consideration in the 
question of capital. For it is perfectly true that, as a 
race, the horse or the ass may be older than man. There- 
fore, it is furthermore true that at some time there existed 
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horses and asses which did not owe their existence to the 
directing activity of man. But that is not the question 
which now concerns us. In dealing with the question of 
capital, we are concerned with the horses and asses which 
existed before the creation of man just as little as we are 
concerned with those which even to-day may be roaming 
about in some primeval forest, uninfluenced and unseen 
by man. We are concerned here with these horses and 
asses which are a part of our capital. And in this con- 
nection it is evident, I think, that we are not stating an 
untruth when we say that the domestic animals which we 
have bred derive their existence in part from the inter- 
vention of man. 


III. Our chief interest, however, attaches of course 
to those passages in which General Walker criticises my 
interest theory proper, and places over against it his own 
theory. He introduces this part of his criticism with the 
remark that he is not sure whether “he does clearly com- 
prehend the author’s meaning.” Indeed, he gives an ex- 
position of my theory which by no means agrees with my 
real meaning. I will not discuss the question whether 
the fault lies in a lack of clearness on my part or in an 
insufficient attention on his. 

General Walker (p. 409) expounds my meaning as 
follows: “In a word, the reason why a man who loans 
$100 is to receive back $106 at the end of the year is not 
because the capital loaned will produce $6 worth, or more, 
during the year, besides keeping itself up, but solely be- 
cause men think as much of $100 now as of $106 avail- 
able a year hence.” * This exposition is made still more 
pointed by some further remarks of an explanatory and 
controversial nature, in which clearly the opinion is as- 
cribed to me that the sole “main cause” of interest is 
a certain “tendency in human nature to undervalue the 


* The Italics are mine. 
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future in comparison with the present,” and that this ten- 
dency in turn has its final origin in a “ moral and intel- 
lectual weakness.” * 

That is a misunderstanding which probably is due to 
the fact that General Walker has confounded two things 
which sound alike but have altogether different mean- 
ings; and I believe that I have avoided the least confu- 
sion here,— confusion arising from a failure to distinguish 
between the (objective) “ Zower valuation ” of future goods 
and the (defective) undervaluation of the future. The 
main cause of interest I state to be the fact that, as a rule, 
future goods have less value for us, or, to use the other 
form of expression, are valued lower than present goods. 
However, this is not an ultimate fact, but itself requires 
an explanation. This explanation I give at great length 
in my theory. I trace the “lower valuation” to three 
causes which are independent of each other, but happen 
to operate in the same direction. The_first of these is the 
fact that with many people the present under certain cir- 
cumstances is more poorly provided for than the future | 
will be. Under such conditions the pressing need of the 
present moment gives present goods a greater value. I 
remark that this reason for valuing future goods lower 
has nothing to do with a moral or intellectual weakness 
or an undervaluing of the future, but that, on the con- 
trary, it presupposes an objective and correct balancing 
of the relation between demand and supply in the present 
and in the future. The second cause (discussed in my 
Theory as the third cause) is the greater productiveness 
of the methods of production upon which we can enter 
only if we have at our disposal a sufficiently large quan- 
tity of present goods. This reason for valuing future 
goods higher (not overvaluing them), by the way, coin- 
cides with what General Walker calls the productivity 


*General Walker in similar terms ascribes the same opinion to me on 
p. 412. 
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of capital. It likewise has no connection whatever with 
moral or intellectual weakness. Finally, the third cause 
is a genuine undervaluation of our future wants and 
goods. This undervaluation rests mainly, but not ex- 
clusively,* upon a defect of judgment or will. 

General Walker evidently has confounded this third 

reason for my proposition with the proposition itself. In 
this way he has come to state as the “sole” and “main 
cause” of my theory of interest a fact which is only one 
of several causes, and not by any means the most im- 
portant at that. For, as I have repeatedly and expressly 
stated, I deem the greater productiveness of present goods 
by far the more important factor.t Therefore, it is an 
error when General Walker attributes to me the opinion 
that the productiveness of capital has no influence upon 
the origin of interest (“the reason . . . is not because the 
capital loaned will produce $6 worth or more during the 
year”). He should rather have attributed to me only 
the opinion which he much more correctly attributes to 
me in a passage on page 411; namely, that I do_not 
recognize the “productiveness of capital” as being of 
itself a “sufficient cause” of interest. 
“Why not a “sufficient” cause? That is the point 
upon which the controversy turns. Let us examine it 
somewhat more closely. The problem, for the explana- 
tion of which General Walker has used, as I have myself, 
a good old example of Lord Lauderdale, is as follows : — 

A machine, which costs fifty dollars to make and lasts 


*See The Positive Theory of Capital (English ed.), pp. 254 and 255. 


t Positive Theory, foot-note on p. 278. Here I expressly find fault with 
my fellow-countryman, Sax, for the very view which General Walker holds 
to be mine. I say, ‘It is a sensible omission that the difference between the 
values of present and future goods is traced [by Mr. Sax] exclusively to this 
factor [the undervaluation of future wants], and that the much more impor- 
tant factor which co-operates with it—that of the greater productiveness — 
does not get even the scanty consideration it gets from Jevons.’”’ This and 
similar passages in my book evidently have entirely escaped the attention of 
General Walker. 
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but one year, in the course of this year yields a gross use 
of the value of fifty-three dollars, and therefore a net 
interest of three dollars after paying for itself. The 
theory of interest is to explain this fact. Therefore, it 
must ask, Why does a machine, in the course of its life, 
regularly bear a value greater than its cost? The Produc- 
tivists are inclined to answer, “ Because the machine pro- 
duces this value by means of its productive power.” Can 
this answer really exhaustively explain the phenomenon? 
Let us look again. I leave out of consideration the ques- 
tion discussed under the second sub-heading,— the ques- 
tion, namely, whether there can be ascribed to capital a pro- 
ductive power of its own. I will assume, without further 
ado, that such power really exists. But wherein can this 
power show itself? In the first place only in that capital, 
or the machine which we take as the representative of 
capital, helps to produce many and very excellent prod- 
ucts. But why must these many and excellent products 
be worth more than the machine which is worn out in 
producing them? This question by no means answers 
itself upon a mere appeal to the productive power of 
capital. On the contrary there are certain difficulties 
which assuredly cannot be overcome without an express 
explanation. 

For all theories of value agree in this: that there exists 
between the value of the product and the value of the 
means of production a certain causal connection, by virtue 
of which one of these values tends to regulate the other 
and bring it to its own level. It is well known that opin- 
ions differ as to which of these two values is the deter- 
mining one and which the determined; but that question 
does not in any way concern the one which interests us 
here. Many writers, among them the Austrian econo- 
mists, with whom in this matter, except for a single 
reservation, General Walker is in complete accord,* are 


* Page 413, note. 
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of the opinion that the value of the product potentially 
extractable from any given materials determines the value 
of those materials. One holds a field, a vineyard, a house, 
and so also a machine, at a value commensurate with that 
which each produces. And now the question rises, Why 
does not one consider a machine which yields a product 
worth $53 to be itself worth not $50 merely, but the full 
#58? Should one do this, however, there would be noth- 
ing left over as pure interest after replacing the worn-out 
machine. 

General Walker answers (p. 413), in a tone of trium- 
phant refutation, that the explanation of this is the sim- 
plest thing in the world. The machine cost only $50, 
and at that price can be multiplied at will. Very well! 
(1 may say here that General Walker was not the first 
to raise this objection: I myself had already suggested 
it.*) But the pure productivist explanation of interest 
is here steered away from Scylla only to get into Cha- 
rybdis. For if the machine, and, through the machine, its 
products, can be multiplied at will, why, then, is not the 
value of the product measured by the cost of producing 
it? Why does not competition force the value down 
from $53 to $50,— in which case, again, nothing would be 
left over as interest? The question is the more pertinent 
because the originator of the Productivity theory, Lord 
Lauderdale, has himself quite correctly observed that the 
earnings of a machine in the long run do not conform to 
the degree of its productivity, but depend upon the work- 
ing of competition. Machines often increase the produc- 
tivity of labor fifty or one hundred per cent.; but, unless 
they remain the object of a monopoly, the products of 
such machines are rapidly so cheapened by competition 
that in the end they yield no higher rate of profit than 


*The reader of Capital and Interest will find on reference to p. 147, seg., 
that in my criticism of Lord Lauderdale I have anticipated this objection, 
and have considered it at some length. 
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the ordinary rate of four or five per cent. But why does 
competition stop here? Why under the working of com- 
petition is not the “law of cost,” that law according to 
which the value of commodities which can be produced 
in increasing quantities at pleasure tends in the long run 
to adjust itself to cost of production,—why is not this 
law realized so completely that the value of the products 
of our machine shall drop to $50, the value of the effective 
cost of the machine itself? 

That is a question which, as I believe, must be an- 
swered by him who wishes really and fully to explain the 
phenomenon of interest,— a question, as I furthermore be- 
lieve, which does not find its exhaustive answer in a 
simple reference to the productivity of the machine. The 
productivity of the machine is surely a necessary condi- 
tion always to be assumed as the source of the profit 
which the machine yields. Should the machine be con- 
structed so poorly or unskilfully as to lessen the product 
of industry instead of increasing it, then, of course, there 
could be no thought of any profit. This does not, how- 
ever, explain the rate of profit.“ It does not explain why 
a portion of the product is left finally in the hands of the 
owners of the machine, why that portion is not dissipated 
by competition and distributed among consumers in the 
form of cheaper products,—a dissipation so common in 
economic life. This supplementary explanation, which 
seems to me necessary,I have endeavored to give in my 
theory of interest, wherein among other things I refer to 
the difference in value between present and future goods, 
also to the fact that the means of production may be re- 
garded as in a sense equivalent to future goods, also to 
the existence of an unlimited demand for present goods 
of which the supply is limited, and to various like matters. 

General Walker, however, takes a different view. He 
reproaches me for thinking it necessary to make so 
lengthy an exposition, and thinks he can dispose of the 
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whole difficulty much more simply by reference to the 
postulates of the Productivity theory. Let us see how he 
does this. First, he raises the question which we have 
just proposed,— “ Why should not the multiplication of 
machines bring down the value of the gross uses of each 
machine from $53 to $50? ” — and now follows the answer: 
“Because, I answer, men will not buy these machines be- 
yond the point where they can get back the $50 which 
represents their cost, and also the $3 which represents 
the production of that $50 for one year, which, in other 
words, is the proper interest on the capital cost of the 
machine for the term during which it is to be used.” * 

If General Walker considers these to be words of real 
explanation, then I must confess that our respective views 
concerning the nature and purpose of an explanation differ 
very considerably. These words seem to me to contain 
no vestige of an explanation, but to be a palpable begging 
of the question. It is asked why these productive ma- 
chines are not multiplied and brought into use beyond the 
point where they will yield a profit of $3 as interest. 
The answer is, “People will not produce them beyond 
the point at which they will yield over the cost of pro- 
duction $3 as interest on this cost.” This appears to me 
to be no answer at all, but only a repetition of the ques- 
tion, with an affirmative instead of an interrogative inflec- 
tion. But does not, perchance, the further remark that 
these $3 “represent the productive power of that $50 for 
one year” contain an element of real explanation? Just 
as little! The very question is why this productive power 
is not dissipated in the form of cheaper products to the 
advantage of consumers; and the reasons why this does 
not take place are not made any clearer through a simple 
affirmation that the non-dissipated part of the product 
represents “the productive power for one year.” 

It is not impossible—I deem it even probable — that 


* The Italics are mine. 
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General Walker did not regard the words just cited as 
constituting a real explanation, although he has intro- 
duced them with a significant “because.” It is possible 
that he intended to offer his explanation in a subsequent 
passage. 

For he says, in answer to the question why there is not 
produced and employed so large a quantity of any given 
form of capital—of capital, for example, in the form 
of a machine,—that the product will just replace the 
capital, and nothing more, that such an expansion of pro- 
duction could take place only for “any particular form 
of capital,” and indeed only “by misadventure and mis- 
calculation.” “But, in regard to capital in general, this 
can never happen, because the supply of capital, owing 
to the urgency of human wants for immediate subsistence, 
can only be slowly and painfully increased; while the 
demand for it for industrial employment, owing to its 
productiveness, will always be such as to render it neces- 
sary to make provision for a payment to the owner, in 
the nature of interest, for its use.” 

These words seem to imply that General Walker is now 
explaining interest chiefly by reference to the relative 
scarcity of capital. The productivity of capital does not 
figure here as the immediate and sole cause of interest, 
but only as an indirect explanation of the fact that the 
industrial demand for capital at all times exceeds the 
relatively limited supply. I may say that I fully assent 
to this conception, since it is included within my own 
conception of the matter. The readers of my Positive 
Theory will find therein a long chapter intended to set 
forth clearly why it is that the greater productivity of 
capitalistic methods of production creates a demand for 
the means of subsistence or for capital which must always 
exceed the supply, and how under these conditions of 
necessity arises interest. But there is this difference in 
our respective expositions: I endeavor to show why and 
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in what way the phenomenon of interest follows from 
these causes, whereas General Walker remains our debtor 
for the most difficult—yes, the only difficult— part of 
the explanation. 

No economist ever doubted that interest has something 
to do with a scarcity of capital, and with the greater 
productivity of the capitalistic methods of production. 
Therefore, nothing is easier than to designate these two 
characteristics as, in general, the cause of interest. The 
whole difficulty of the problem lies beyond. It lies in 
making clear the intermediate processes through which 
these general causes work out this concrete result. May I 
be permitted to make a comparison? The difficulties are 
analogous to those which present themselves to one who 
would explain the appearance of a rainbow. Nothing is 
easier than to set forth the general causes of the rainbow, 
— that the sun must shine at a certain angle upon a cloud. 
Evidently, the really difficult and interesting undertaking 
is that which lays bare the intermediate metamorphoses 
which bring about the final effect, so that we see in the 
cloud more than a simple reflection of the sun as we 
are accustomed to see it in the heavens, or as a common 
mirror would reflect it to us,— a bow shining resplendent, 
not in white light, but in all its seven colors. Only he 
who explains in logical sequence all intermediate deflec- 
tions and intricacies may pretend to the solution of the 
optical problem which the rainbow offers; and we know 
from the history of optics that this very problem has given 
science a good deal of trouble, and that many different 
explanations have been given; although the beginning 
and the end—the sun shining upon the cloud and the 
rainbow — have been identical in all these explanations, it 
is easily comprehensible that the intermediate course of 
thought pursued by the adherents of the so-called emission 
theory of light should have been quite different from that 
taken by adherents of the undulatory theory. 
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And it is exactly so with the explanation of interest. 
That the more general causes of interest are scarcity of 
capital, and fruitfulness of capitalistic methods of produc- 
tion, not only General Walker and I agree, but even the 
socialists and General Walker. The recognition of these 
general causes, however, does not by any means constitute 
a complete explanation of interest. They form, as it were, 
the frame in which the real explanation must be set. 
Each competing theory displays a new canvas within this 
common frame. Socialists would present to us the greater 
productivity of capitalistic methods of industry as the con- 
dition which makes the realization of interest possible ; of 
this gain capitalists are able to possess themselves, because 
capitalists have monopolized the source of interest for 
their own advantage. The adherents of the Abstinence 
theory make “abstinence” the characteristic feature of 
their figure, abstinence being an element of cost demand- 
ing special compensation. Likewise the adherents of the 
Use theory would make “use ’’— which they consider to 
be something of value, scarce and separate from capital 
itself —their chief feature. I myself have drawn atten- 
tion to the difference in value between present and future 
goods, or goods ready for consumption and raw materials. 

And General Walker? General Walker seems to me 
to display nothing; he asks us to accept the empty frame, 
as his completed picture. He says simply, Capital is al- 
“ways scarce, whereas “the demand for it, . . . owing to its 
productiveness, will always be such as to render it neces- 
sary to make provision for a payment to the owner, in the 
nature of interest, for its use.” No word of explanation 
why the effect of the causes assigned must be just “in the 
nature of interest’ rather than in the nature of anything 
else. The common effect upon the price of any commod- 
ity of a scarcity while demand remains strong is a rise 
in the price of the commodity itself. Why now in the 
special case of capital goods, under like conditions of de- 
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mand and supply, does not the rise in the price of the 
goods themselves appear,— why, to revert to our example, 
does not the price of our machine rise from $50 to $53, 
when there would be no interest left over,—and why do 
capital goods, remaining themselves low in value, throw 
off an interest ? 

A more minute explanation was necessary, because this 
particular argument of General Walker’s seems to contra- 
dict an argument of which he has made use on a previous 
page, on page 413. In answer to the question why a 
machine which produces fifty-three dollars’ worth of 
goods is not itself worth $53, he there referred to the fact 
that the machine cost only $50, and at that price could be 
multiplied at pleasure. Now, we are told that, on the con- 
trary, capital goods, excepting in the event of a “ mis- 
adventure and miscalculation,” cannot be multiplied at 
pleasure, but that here demand always surpasses the 
limited supply. These are, however, conditions under 
which, ordinarily, goods obtain a scarcity value, not condi- 
tions under which that value is brought down to the 
bare cost price! In short General Walker has on page 
413 steered us into Charybdis to get away from Scylla; 
and now on page 414 he steers us back upon Scylla to 
escape Charybdis ! 

Under these circumstances I consider it no defect in 
my exposition, but, on the contrary, an excellence, that in 
it I have not been content with a vague reference to the 
scarcity and the productivity of capital,— the sun and the 
cloud,— but have sought at length after those special 
factors which become effective within the general prem- 
ises, and have attempted to show the precise way in which 
the phenomenon of interest is brought about. I myself 
believe, as I have already said, that the essential matter 
lies in the difference in value between present commodi- 
ties ready for consumption and raw materials or future 
commodities. It is significant that General Walker, in 
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the one sentence in which he thinks he has exhausted the 
explanation of interest, refers, though only remotely, to 
this matter, where he traces the growth of capital to the 
“urgency of human wants for immediate subsistence.” 
If you will, my theory is nothing more than a logical and 
systematic development of the catch-phrase thus intro- 
duced into his exposition. 

Finally, it appears to General Walker himself that 
there really is no very great difference between his theory 
and mine. “I confess,” he says at the end of his long 
polemic, “that it begins to appear to me as if the whole 
difference were one of phrases only.” The whole differ-} 
ence in our opinions may, he thinks, be summed up in 
this,— that he has ascribed the origin of interest “to pro- 
duction in time,” whereas I ascribe it “to time for pro- 
duction.” And that seems to him to come to the same 
thing about: only he believes he ought, nevertheless, to 
prefer the former mode of expression which he has him- 
self adopted, “inasmuch as the production is the essential 
thing, and the passage of time merely a condition.” 

I understand perfectly how General Walker can see 
the matter in this light from his point of view. From my 
point of view, to be sure, it all has a different aspect. I 
cannot accept his position for two reasons. First, there 
is interest without any production whatever, but never 
without time. I refer, for example, to interest on con- 
sumption loans and to the returns on durable consump- 
tion goods, such as rented houses, pianos, and the like. 
In this alone is shown, as I believe, in a striking manner 
the incorrectness of the assumption that of those two 
factors production is “ the essential thing.” In the second 
place, it does not seem to me at all true that that part of 
our opinions which we have in common, and which, in- 
deed, we share with the adherents of the Abstinence the- 
ory, of the Use theory, and even of the Socialistic theory, 
contains any truth very essential to the solution of the 
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problem of interest; but those very portions of our the- 
ories which are not in accord seem to me to be decisively 
significant. Between two theories, one of which expressly 
rejects that which the other as expressly accepts as the 
fundamental truth upon which its whole exposition turns, 
there seems to me to be a greater difference than “one of 
phrases only.” 


IV. I have taken exception to the theory of interest pro- 
posed by the “Naive” Productivists, because they would 
explain interest without making the intermediate drift of 
their argument clear, by means of an immediate “ value- 
creating power of capital.” I have objected that there is 
really no such value-creating power, and that such a power 
is not conceivable, since value is not created or produced 
at all. “Value cannot be forged like a hammer or woven 
like a sheet.” “It comes, not out of the workshop where 
goods come into existence, but out of the wants which 
these goods will satisfy.” * 

General Walker objects to these expressions also. He 
thinks it incumbent upon him to make the rejoinder that 
value arises neither from the side of production alone nor 
from the side of consumption alone, but from both sides 
equally. “ Value arises from the relations of demand and 
supply.” 

I quite agree. So far I subscribe to every word. Ex- 
treme views on either side are false. But who has ever 
taken so one-sided a view of the matter? General Walker 
evidently suggests that J have done so. I beg his pardon. 
I have not done so, but have merely opposed the one- 
sided conception which lies at the bottom of the theory 
proposed by the Naive Productivists,— among whom, by 
the way, I do not count General Walker. I have denied 
that value arises solely from the conditions of production, 
that goods “bring value with them ready-made, as some 


* Capital and Interest, p. 134, sede 























THE POSITIVE THEORY OF CAPITAL 255 


inherent quality that accompanies production.” I have 
shown, just as General Walker has, that value arises from 
the combined action of “demand and supply.” J, further- 
more, have never denied that “supply” is affected by the 
conditions of production; I have, on the contrary, elabo- 
rated that fact at length. To be sure, this exposition is 
not to be found in the controversial passage which Gen- 
eral Walker singles out as a text for his polemic; but even 
in this passage General Walker would have found the 
following, had he read one page further: “It is correct 
that production is a cause of value. It is not correct in 
the sense that production is the cause of value; that is to 
say, it is not correct in the sense that the complex of 
causes entirely sufficient to account for the existence 
of value is to be found in the circumstances of produc- 
tion.”* And, again, one page further on he would have 
found the following: ** Our productivity friends are wrong 
because they overestimate their claim to be right. If they 
had been content to speak of a value-creating power of 
capital in the sense that capital supplies one cause of the 
emergence of value, there would have been nothing to ob- 
ject to. ... Instead of that they imagine that they have 
given the cause of the existence of value. They assume 
that in the words, ‘Capital, in virtue of its productive 
power, creates value or surplus value,’ they have given 
such a conclusive and complete explanation of its exist- 
ence that no further explanation of any kind is needed, 
and in this they are grievously mistaken.” + 

But, of course, the detailed exposition of my own opin- 
ions is to be found there where I have undertaken to 
set forth my positive views; that is, in my Positive 
Theory of Capital, and especially in the two books bear- 
ing the titles respectively “Value” and “ Price,” which 
together occupy more than one hundred pages. I do not 
think this the place to enter again into the discussion of 


* Capital and Interest, p. 136. t Ibid., p. 137. 
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this extremely intricate matter. Such a discussion seems 
especially uncalled for here, because I have, since the 
publication of my book, expounded my views on this 
matter to the English reading public in an article on 
“The Ultimate Standard of Value.”* I believe that 
those readers who have done me the honor to take cog- 
nizance of the last-named article will have received from 
it two impressions: first, that the question of the “side 
from which value arises” is somewhat too complicated to 
be disposed of with a few catch phrases; and, second, 
that the particular catch phrase with which General 
Walker closes his controversial article does not hit off 
the situation, for it is not enough to say that, as we can 
always take consumption and demand for granted, we 
have the right to lay all the emphasis upon production, 
and so to assert “ that production will create value.” 

E. BOHM-BAWERK. 
VIENNA. 


* Annals of the American Academy of Political and Social Science, Septem- 
ber, 1894, 

















THE ORIGIN OF INTEREST. 


THE brilliant work of Professor v. Béhm-Bawerk, The 
Positive Theory of Capital, has defined two issues that 
will have to be decided. Is interest a product of capital 
or is it not? Is capital to be studied in its entirety, as 
a permanent agent of production, or are the producers’ 
goods that constitute it to be studied only in detail? In 
the common and practical sense of the term, capital is an 
abiding fund of wealth employed in production. In suc- 
cessful industry it never perishes, though the substance 
of it changes its identity. The tools and materials that 
are in use to-day will not be in use for many years. 
Some of them will go out of use to-morrow, and will be 
replaced by other tools and materials. The material tissue 
of social capital is undergoing continual change, like the 
substance of a living organism; but the productive fund 
as a whole may be said to keep its identity. It continues 
unimpaired through the changes that affect its separate 
tissues. A successful man of business keeps his capital ; 
but for the sake of success he must continually part with 
capital goods. Shall we study the permanent total or 
only the perishable component elements ? 

Capital acts continuously and without periods, while 
each particular instrument has a beginning and an end. 
The economic career of any particular bit of matter that 
enters into a tool or usable commodity measures a more 
or less distinguishable interval of time. When capital 
goods are studied, these periods come into view as elements 
to be considered, In the theory of Professor v. Bohm, 
Bawerk they are the cardinal facts on which the returns| 
from capital are based. Interest is a premium on goods 
that are available for use at the beginning of such periods, 
as compared with the goods that are available at the end. 
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Hé has given us a fascinating time discount theory of 
interest; and the time is defined by the economic career 
of instruments of production. 

The issue is not whether concrete capital goods are or 
are not to be studied at all. For certain purposes they 
have to be studied. The question is whether, in addition 
to this attention given to the perishable goods, the per- 
manent fund of capital is to be studied in its entirety. Is 
the problem of accounting for the current rate of interest 
anything else than the problem of discovering why a cer- 
tain permanent fund of producers’ wealth annually creates 
and secures for its owners an income that is equal to a 
certain fraction of the fund itself? If this is true, the 
conception of capital as a permanent thing, existing and 
acting in its entirety, is introduced in the statement of the 
interest problem. 

On the one side, then, we have a theory that studies 
only concrete instruments. It measures the period that 
their action defines, and reduces interest to an agio due to 
the particular intervals of time that are thus measured. 
On the other side we have a theory that recognizes these 
instruments and their qualities, but gives a cardinal place 
to the study of that permanent capital which the endless 
succession of instruments constitutes. It defines the inter- 
est problem in terms of that fund, and makes the rate to 
be the fraction of itself that the fund annually creates. 
It is a productivity theory; and it relegates the separate 
periods of production to a subordinate place. 

The dialectical issue is a sharp one, and there is a ques- 
tion of fact involved. In an article in the Yale Review 
for November, 1898, I expressed the opinion that the 
abandonment of permanent capital as a subject of study 
is a departing from the line that leads directly to the goal 
in view. By the attractive quality of his work Professor 
v. Béhm-Bawerk has drawn many students after him upon 


what I ventured to eall a_ scientific side-track. I did, 
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however, express the opinion that, if this track be fol- 
lowed far enough, it will bring the traveller again to the 
main line. It is the significance of this second assertion 
that I wish now to point out. What it means is that the 
study of concrete capital goods cannot be complete unless 
it becomes'a study of permanent capital. I claim also 
that it affords a productivity theory of interest. 

The periods of production that figure in Professor v. 
Béhm-Bawerk’s analysis cannot have the importance that 
he has attributed to them unless there are in society per- 
sons who must wait through such intervals in order to 
have their wants gratified. If there were a class of per- 
sons who could be correctly pictured as standing at the 
beginning of the period marked by the life of some instru- 
ment of production, looking forward to the end of the 
interval, and knowing that their wants could, in the 
natural course of industry, only be gratified at the end, 
then there would be a class on whom this interval of 
waiting would impose a certain burden. If they waited 
through the period in order that the products of their in- 
dustry might mature, they would themselves feel the 
burden of the delay. They would undergo what may be 
called a time sacrifice. If they were unable personally to 
undergo this sacrifice, and if, therefore, they avoided it 
by inducing others to endure it for them, the burden of 
waiting through the interval would still have to be carried 
by some one. Some class of social producers would, for a 
consideration, thrust an interval of time between wants 
and satisfactions. In the study of Professor v. Boéhm- 
Bawerk loan interest is the consideration for this. It is a 
payment for vicarious waiting. 

Interest is a static income. This means that the exist- 
ence of it does not depend on social progress. Changes 
for the better in the industrial system react on the rate of 
interest, as they do on other shares in distribution; but 
they are not necessary in order that this income may exist. 
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Methods of production might remain unchanged, and the 
form of society might be, as it were, frozen into fixity; 
and yet capital would do its work and earn its pay. In- 
terest is to be accounted for by a cause that would act in 
a static society, if such an organism existed. In dynamic 
societies this income is due to static causes.. It is not 
contingent on progress. 

If a time sacrifice, or a sacrifice entailed by merely 
waiting for something, is at the basis of interest, it must 
be one that would be incurred under static conditions. If 
the periods referred to cause the time sacrifice that lies 
back of interest, then waiting through these particular 
periods must be a cardinal fact in static industry. There 
must be actual persons somewhere who might have had 
things at the beginning of such a period, who do get them 
at the end, and who demand and get pay for this waiting 
In the article referred to I have claimed that such time 
sacrifice as this has no existence. Nowhere in society can 
we find men who incur it. Every one gets finished 
goods to-day as a consequence of the work of to-day. 
“To-day we work, and to-day we eat; and the eating is 
the consequence of the working.” Moreover, a worker's 
immediate eating is not secured by making other persons 
wait through one of these intervals. A laborer does not 
do this kind of waiting himself, and he does not do it by 
proxy. Interest accrues daily, like wages, as industry 
proceeds, and as the product of capital is created. The 
finished goods that the capitalist desires for use he gets 
as his capital virtually creates them. Production and its 
returns are synchronous. 

Creating new capital is not a part of the process by 
which interest is secured. All that is needed is that exist- 
ing capital should be properly used. It might conceivably 
be that for several generations no one would do more than 
to preserve unimpaired the capital handed down to him. 
In that case there would be no true abstinence practised. 
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A static condition excludes abstinence, but admits of the 
earning of interest. If permanent capital has once been 
created, the income from it may be enjoyed without 
further time sacrifice of any kind. 

It is not a simple study that will reveal the whole 
relation between Professor v. Béhm-Bawerk’s theory of 
goods and a theory based on the productivity of perma- 
nent capital. It involves close analysis, and may make 
demands on the reader’s patience. It ends by showing 
how a study of concrete goods, with their periods of 
production, must, in order to be true, translate itself into 
a study of permanent capital. 

In the article in the Yale Review already referred to 
I criticised a formula used by Professor v. Béhm-Bawerk. 
“ As a rule, present goods have a higher subjective value 
than future goods of like kind and number.” * A certain 
controversy has ensued on the subject of formulas. The 
one just quoted contains the germ of Professor v. Bohm- 
Bawerk’s theory. I have claimed that fio one has to wait 
for his income through the so-called periods of production, 
so that, in connection with them, this comparison of) 
present and future does not need to be made at all. It 
is made only in connection with the creation of new 
capital. (In deciding to “save” wealth rather than to 
spend it, a capitalist looks forward to the unending series 
of accretions of interest, and sets a subjective value on 
them. The remoteness of most of them in time is one 
fact to be considered. The kind of enjoyments that they 
will bring to him is another element; and, in fact, they 
will bring enjoyments quite different from_those that 
were, by the act of abstinence, relinquished.) The man 
does not compare present goods with future goods of like 
kind and number.” 

If the man who saves capital foregoes a pleasure and 
gets, at some future time, a similar pleasure, then the 


* The Positive Theory of Capital, pp. 247-249. 
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effect of the delay is, in his calculation, isolated and 
measured. In fact, it never is thus isolated. There is no 
economic person who has occasion to calculate an agio 
that is due to mere time. The man who saves capital 
does not do it, since he foregoes certain enjoyments and 
gets others. In a static condition no consumer computes 
the present worth of future goods at all, since in that 
state there is no abstinence. 

In his recent article in this journal Professor v. Béhm- 
Bawerk says that the object of the formula is to express 
“the superiority which difference of time gives present 
over future goods. Now, every one will admit that the 
circumstances of present diamonds, for example, being 
worth more than future pebbles, has as little to do with 
this superiority as has the circumstance that two thousand 
present dollars are worth more than one thousand future 
dollars. On the other hand, this superiority is most 
nicely tested and expressed in the statement that one 
thousand present dollars are worth more than one thou- 
sand future dollars, or that ten present tons of iron are 
worth more than ten future tons of iron.” * 

If the object of the study be to isolate the single ele- 
ment, time, I should say that a comparison of one 
thousand present dollars with one thousand future dollars 
is inherently incapable of accomplishing the purpose in 
view. This sum in the present will buy certain things, 
and a like sum hereafter will buy different things. The 
superiority of the present over the future is not what it 
would be if only the lapse of time were to be considered. 
If the capitalist’s forward glance, at the moment at which 
he is deciding how much capital to save, has the effect 
of fixing the amount of capital and thereby influencing 
the rate of interest, that rate is not what it would be 
if the capitalist were comparing personal gains alike 
in kind and in amount. Interest is not, as a mathematical 





* Quarterly Journal of Economics for January, 1895, p. 119. 
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fact, an equivalent offset for the sacrifice entailed by 


mere delay. 


If, now, I have misunderstood the theory of my 
honored opponent in this discussion, by assuming that 
he intends in this absolute way to isolate the effect of 
mere futurity, and to make that alone the basis of inter- 
est, then the question of the accuracy of his formula is the 
one to be considered. We agree as to the nature of the! 
capitalist’s act. 
now cited it is claimed that the capitalist does what 
the formula describes. 
goods of like kind and number, because he compares pres- 
ent dollars with future ones. 

In my view, the formula is not saved by introducing 
money as the thing to be measured. 
entire question concerning formulas appears to me to be 
surrendered by doing this. 
is “subjective value”; and money in itself does not 
possess that quality at all. 
measure a subjective value that is closely connected with 
money. It resides in the goods that the money will buy ; 
and the moment that we introduce these we have unlike 
articles for appraisal. 

Again, the man who “saves” 
forego the use of money in the present. 
come in that form, and spends it for capital goods rather 
than for consumers’ goods. What he does with his money 
may actually present the case of present diamonds and 
future pebbles. 
diamonds that he might have bought, and then calculates 
the present subjective value of the endless series of peb- 
bles and other things that he will buy with his accruing 
interest. He compares two different subjective values, 
obtainable by different modes of spending present money. 
Comparing present and future money,—if we do not so 
translate the term as to make it mean goods,—is not com- 


Professor v. Bohm-Bawerk’s article 


He compares present and future 


On the contrary, the 


The thing to be measured 


The capitalist does indeed 


his income does not 
He gets his in- 


He estimates the subjective value of the 
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paring subjective values at all. If we do so translate the 
term, we find ourselves comparing unlike goods, and 
ceasing to measure the effect of mere futurity. 

In still another way my honored opponent’s introduc- 
tion of money into the problem seems to me to tell against 
his position. In comparing sums of money, present and 
future, we are actually comparing what I have called 
“sums” or “quantities of wealth” present and future. 
My critic objects to these terms, as vague, and is of the 
opinion that, in defining them, I shall be compelled either 
to adopt his formula concerning goods of like kind and 
number or to give to the terms a meaning that is false. 
I submit, however, that in saying that a capitalist com- 
pares a present sum of money with an equal future sum. 
for the purpose of measuring a subjective value, he admits 
that what the man really estimates is like quantities 
of wealth measurable in money. The “money” of his 
formula is the “sum of wealth” of mine. We might even 
say that the capitalist compares pecuniary values present 
and future. As both agree, the things to be compared 
are a dollar’s worth of whatever-you-please obtainable now 
and a dollar’s worth of whatever-you-please obtainable 
hereafter. 

We have only to give precision of meaning to the term 
‘money ” in another connection to have the conception of 
capital that I have endeavored to define and use. If a 
corporation reports its capital as consisting in “a million 
dollars,” what it means is that it has, as a perpetual pos- 
session, a million dollars’ worth of producers’ wealth. 
The capital goods that constitute this sum are forever 
changing their identity; but the sum of a “million 
dollars ” abides. 

If this conception were mystical as my eminent critic 
thinks, the practical world would not use it. If it were a 
conception of capital “distinct from concrete goods of 
which capital, in fact, consists,” scientific usage would 
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have to reject it. Science inevitably adopts this concep- 
tion when it speaks of capital as “permanent” or as 
“mobile.” Capital goods have neither of these qualities. 
Instruments as such do not last forever, and they cannot 
be moved with much freedom from one industry to 
another. A whaling ship cannot be made to spin cotton, 
but capital has, in fact, transferred itself from the whale 
fishery of New England to cotton spinning. Ships were 
allowed to decay, and mills were built in place of them. 
Mobility is an attribute of the capital of which I have 
treated. You can get “money” out of one industry, and 
put it into another. Interest is the annual return from 
this permanent and mobile money, or, more accurately, 
from this monetary value in changeable capital goods. 

Formulas are of less importance than facts. An issue 
of fact is raised when we inquire whether the waiting that 
the capitalist does connects itself with the periods of pro- 
duction referred to early in this paper. 

I have undertaken to make good the following claims : — 

(1) In static conditions the periods of production that 
are marked by the life of particular instruments of pro- 
duction do not involve delayed enjoyment. 

(2) Waiting, as an economic function, is wholly con- 
centrated into the abstinence by which permanent capital 
is created. 

(3) In this act certain enjoyments are not merely de- 
ferred, but are forever surrendered, and an unending 
series of different enjoyments is secured. 

In testing these theses we shall determine in how far 
Professor v. Béhm-Bawerk is correct in claiming that 
the sacrifice by which a capitalist earns his income consists 
in mere waiting, and whether this waiting is limited by 
the periods of production above referred to. 

A more important test is to follow. The waiting must 
be futile unless, in some way, it brings into existence 
more goods than could be created without it. Time must 
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be productive of commodities. In Professor v. Béhm- 
Bawerk’s theory it is thus productive. Lengthening the 
periods referred to increases the output of goods. As we 
lengthen them more and more, the increase in the output 
continues, but the rate of increase diminishes. The later 
extensions of the intervals that, in the theory, are said to 
separate labor and its reward, add less to the fruits of 
industry than do the earlier intervals so interposed. Time, 
as a productive element, is governed by the law of dimin- 
ishing returns. 

What if the time that is measured by these intervals is 
not necessarily productive? If it is practicable to lengthen 
or shorten these periods without affecting the product of 
industry at all, then the objective effect attributed to 
them vanishes. Their length is not necessarily connected 
with the quantity of goods that industry creates. 

If we establish the claim last made, we shall prove that 
the objective effects attributed to these intervals do not 
result from them. They may be lengthened or shortened 
without changing the productiveness of industry. Though 
it were at the cost of an analysis that would make large 
demands on the readers’ patience, it would be necessary 
to decide these two issues. That time figures as an ele- 
ment in industry, and that it produces results both sub- 
jective and objective, is beyond question. The time that 
is required for the ripening of capital goods,— the specific 
intervals of time that are the subjects of Professor v. 
Béhm-Bawerk’s study,— might be made longer without 
increasing any one’s sacrifice and without adding to any 
one’s gains. They might be made shorter without dimin- 
ishing either the burdens or the fruits of industry. 

Let us first test the power of the periods of production 
to impose sacrifices. Let us suppose that a forest twenty 
acres in extent suffices to furnish fire-wood for a family. 
A tree will mature in twenty years; and the forest must 
be kept intact, in point of size and maturity, or the sup- 
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ply of wood will fail. Each year we plant a row of trees 
along one side of the forest, and cut a row from the other. 
The planting and the cutting are, in a way, simultaneous. 
We do not burn to-day the tree that we plant to-day; but 
we do burn a tree the burning of which is made prac- 
ticable by to-day’s planting. The tree that is just set is 
the enabling cause of the consuming of the one that is 
twenty years old. To plant a sapling and wait for it to 
mature would be a slow way to make a fire; but to plant 
one, and by means of this planting and of the maturing of 
the forest to get at once another tree for use, is a quick 
way of making a fire. The forest is a synchronizer of 
labor and its virtual fruit. 

The fact that is of practical consequence is that, if we 
have once secured the permanent forest, we have no wait- 
ing to do for fuel. The identity of the tree that we burn 
is of no consequence. To plant one and burn another 
that is at once made available in consequence of the plant- 
ing of the one is to annihilate the interval that would 
have existed if it had been necessary to depend on one 
particular tree. Moreover, the rate at which trees grow 
is of no consequence, except as it fixes the size of the for- 
est that we have to maintain. If one row of trees has to 
be cut each year, and if the trees mature in twenty years, 
then the forest must contain twenty rows in order to sup- 
ply the demand that is made on it and to continue undi- 
minished in size. If it takes forty years for the trees to 
grow to the point at which we cut them, the forest will 
have to contain forty rows. It will be twice as large as 
in the former case. If, however, the larger forest has 
once been secured, there is no waiting to be done in order 
to get those that have had forty years of growth. We 
continue the planting and the simultaneous cutting, as in 
the former case. 

As affecting the amount of capital that has to be kept 
in the shape of a growing forest, the period defined by the 
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life of a tree has its only economic importance. The orig- 
inal raising of the forest entails a sacrifice. ‘There is more 
abstaining to be done in order to get a large forest than 
is necessary in order to get a small one; but, when once 
the forest is secured, waiting is at an end. 

The forest is a type of one kind of capital goods that 
figure in industry. All products are gradually matured; 
and it is necessary to maintain in constant existence a 
series of them in various stages of completion. We must 
have growing cattle, hides, tanned leather, partly made 
shoes and finished shoes, all maintained in a constant 
quantity, in order that a certain number of shoes may 
each day be taken for use; but, if this series of capital 
goods is so maintained, the ranchman, the tanner, and the 
shoemaker may all get finished shoes to-day in conse- 
quence of the work of to-day. 

First day Ad &” a”. 

Second day A A’ A” A” (former A’ taken for the use 
of all producers). 

Let the letters A A’ A” A” in the upper horizontal line 
represent such a series of goods in various stages of com- 
pletion. <A is the raw material, and A” is the article 
ready for use. Each transformation is effected by a dis- 
tinct group of workers. One set of men gets A out of 
the soil: another set transforms it into A’, etc. By the 
industry of all there is created each day enough of the 
article A’ for all; and every man has his portion with- 
out waiting. At the end of the second day there is a new 
A in existence: the A of the previous evening has become 
A’, the A’ has become A”, and the A” has become A”. 
The A” of the first day is available to satisfy the wants 
of all; and it has become so by reason of the industry of 
all. We have added a member at the beginning of the 
line, taken away one at the end, and ripened the interven- 
ing members. All the groups have acted, and all have 
taken their pay. 
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It is, therefore, into the original creation of the first 
series of goods A, A’, A”, and A” that all the time sacrifice 
that industry involves is, as a practical fact, concentrated. 
In the further prosecution of the industry, waiting for the 
ripening of the particular goods is unnecessary; and the 
periods marked by such goods are, in this especial con- 
nection, unimportant.* 

If enough capital has once been created, the length of 
the periods of production has no connection with the sac- 
rifices entailed by industry. Production might go on for- 
ever, either by long periods or by short ones; and, if there 
is no new capital created, there is no time sacrifice in- 
curred. This is equivalent to saying that interest can be 
earned under perfectly static conditions, and that in such 
conditions there is no incurring of time sacrifice. As bear- 
ing on the unfavorable subjective effects of industry, or 
the personal costs entailed by it, the length of the pro- 
ductive periods is, in the assumed conditions, unimportant. 

We have next to test the objective effect of lengthening 
or shortening the periods, and must define these intervals 
carefully. What defines the period of production that is 
connected with a particular instrument? It comes gradu- 
ally into existence, and it gradually perishes. It is not 
created by mere labor, but by labor aided by other instru- 
ments. These earlier appliances were created by still 


*I understand that in the passage in his recent article that is found on 
pp. 123-125 of the Quarterly Journal of Economics for this year Professor v. 
Béhm-Bawerk frankly concedes that waiting for goods to ripen is not neces- 
sary in the case of laborers who produce raw materials. While that identical 
material is the direct product of such a man’s labor, finished goods, which he 
gets in exchange, are, ‘‘in a certain but less literal sense, a/so the fruit of his 
labor.”” The issue would be reduced to mere dialectics if it were not for the 
differing ways in which we account for the absence of waiting. In Professor v. 
Béhm-Bawerk’s theory the laborer avoids waiting by an exchange, in which 
some one else assumes that burden. In my view no one assumes it in static 
conditions. The only time sacrifice that can be detected is one that has been 
incurred, once for all, by the men who, in the past, created the capital that is 
now in existence. Granted that enough capital has once been brought into 
existence, the ripening period of capital goods may be long or short without 
affecting the sacrifices involved in production. 
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earlier ones. If we are to trace the origin of any goods 
to the earliest labor that has contributed to making them, 
we shall follow the series of instruments backward to a 
point at which no capital existed. In this strict sense, all 
of the periods of production have their beginnings at the 
beginning of civilization. Before “Adam delved and 
Eve span” there was performed the first labor that con- 
tributed to the making of the spades and the spindles 
that are now in use. 

Again, instruments both directly and indirectly bring 
other instruments into existence. Tools, etc., do not 
ripen altogether into consumers’ goods. Each implement 
helps, in some way, to create a successor in an endless 
series of implements. If we try to follow the effect of the 
action of a tool forward to a point at which consumers’ 
goods, and these only, remain as a result of its action, we 
shall follow it forever without reaching what we seek. 
Productive periods begin with civilization, and never end. 
It is not possible to lengthen them. It is possible to mul- 
tiply the number of capital goods that exist through parts 
of this endless period. In other words, it is possible to 
increase the quantity of capital in existence. The only 
practicable lengthening of the interval is really a multiply- 
ing of the goods existing within the interval. ‘The time 
that figures in Professor v. Béhm-Bawerk’s analysis trans- 
lates itself into quantity. It affords one possible mode of 
expressing the amount of a permanent fund of capital. 

The increase of this fund reveals the law of diminishing 
returns that Professor v. Béhm-Bawerk has attributed to 
increasing intervals of time. As the quantity of capital 
increases, the product of industry grows larger, but the 
rate of enlargement grows smaller. If the prolonging of 
periods really means an enlargement of capital, this law 
of diminishing returns will seem to be true of what is 
called time. It is, however, because this law of diminish- 
ing returns is true of capital that it seems to be true of 
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time. Jt is only in cases in which time can be translated 
into quantity that the law is thus true. Lengthen the 
periods of production without increasing the amount of 
capital, and the law will not hold true. 

Instruments renew themselves in different ways. A 
few directly help to create similar instruments, while 
others accomplish this result indirectly. All of them, 
except economic land, do, in effect, create their own 
successors, since all taken together create, in addition to 
an income that is interest, new capital goods like them- 
selves. The hoe does not, of itself alone, create another 
hoe; but all the hoes, looms, ships, engines, etc., in the 
world, taken collectively, create, in addition to the income 
they afford to their owners, new hoes, looms, ships, en- 
gines, etc. 

In a static condition this self-renewal of capital goods, 
taken as a grand total, would be exact. The whole social 
equipment of them would pay an income to the capitalist 
class, and would exactly duplicate themselves, as they 
should pass off from the stage. There would be an unin- 
terrupted series of exactly similar hoes, looms, ships, 
engines, etc. This is saying that there would be a per- 
manent social fund of capital that would pay perpetual 
interest, and renew forever the waste of its own material 
tissues. 

By the isolating method of study it is possible to test 
the effect of merely changing the length of different 
periods of production. Let us picture the cardinal feat- 
ures of a static society. Labor and capital remain 
unchanged in amount and kind. Processes undergo no 
variations. From year to year implements wear out, and 
give place to similar ones. There is a constant originat- 
ing of capital goods; but there is no originating of capital, 
since every instrument that is made replaces one that is 
removed. There is no abstinence. There is one constant 
social agent,— labor; and there is another constant social 
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agent,— capital. The conditions of a static state demand 
that no unrestored waste of substance should take place 
in either, and that no increase of substance should take 
place. This means that population and capital goods re- 
main unchanged in quantity. 

Periods of production may be measured from the date 
at which the first and rawest material is prepared for the 
making of an instrument to the date at which that instru- 
ment ceases to act in production. The antecedents of an 
instrument stretching back to the beginning of civiliza- 
tion may, for present purposes, be disregarded. They 
measure a quantity that is uniform for all capital goods. 
The series of other instruments that will follow the pres- 
ent ones may also be disregarded. The variable part of 
the interval connected with the economic life of an in- 
strument is marked by the beginning of the process of 
directly making it and the end of its own directly pro- 
ductive action. The beginning is at the point at which 
labor and capital begin to fashion material for it; and 
the end is when it wholly ceases itself to produce other 
goods. 

In a static condition instruments are continually made; 
but the making of them does not defer the enjoyments of 
either the makers or the purchasers and users of them. 
Here is a loom in operation. It is wearing itself out in 
weaving cloth. For every flight of its shuttle there is more 
cloth in existence, and there is a less perfect loom. If we 
reduce the illustration to the simplest terms, we may say 
that some of this cloth is going each day to loom-makers, 
who build a new machine, pari passu, as the old one 
wears out. Some of the cloth goes to the owner of the 
loom. It is interest; and, as it is exchanged for con- 
sumers’ goods, it helps to maintain the capitalist. In a 
static state this income would be wholly consumed by the 
capitalist, and no more wealth would be so used. The 
capital would remain intact. This means that exactly the 
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amount of cloth that is available for making good the 
wear of the loom is received, as this waste takes place, 
by the men who make the restoration. 

Now, who has any occasion to compute the period 
marked by the life of this instrument for the purpose of 
making a discount on future goods? The end of the 
period brings no good thing to the owner or user. If he 
has let the surplus earnings of the machine accumulate, as 
a sinking fund for buying another, the time when he 
draws this fund from the bank means no new enjoyment 
for him. It is a self-renewing time for the instrument. 
Its accumulated earnings take the shape of a successor in 
the definite series of instruments that, in its entirety, con- 
stitutes a bit of permanent capital. The only thing the 
owner looks forward to with anticipation of enjoyment is 
the unending series of other earnings that come to him, 
not from this machine only, but from the whole series ; 
and that succession of earnings constitutes permanent in- 
terest. 

In our formulas this is saying that the owner looks only 
for perpetual products from permanent capital. The 
length of the period before the self-renewing time of a 
particular instrument is, to him, of no consequence. 

The men who replace the loom get their rewards daily, 
as their work proceeds. Indirectly, they are making some 
of the cloth on which the loom that is in use is spending 
and exhausting itself. In a true sense, though not in a 
literal one, the machine makes a new machine; and in 
a true sense the builders of the new machine make cloth. 
The actions and their fruits are synchronous. 

Would a lengthening of the period mean a greater out- 
put of consumers’ goods? ‘Tools and machines differ in 
the frequency with which they require renewal, without 
differing in net productive power. Side by side may be 
seen a mill driven by water power and another driven by 
a steam-engine. The dam, race, wheel-pit, etc., may be 
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so solidly built as to last almost indefinitely; while the 
engine and boilers may have to be renewed after twenty- 
five years. If they are both in use, it is clear that, as a 
commercial fact, they must both pay interest on the per- 
manent capital that they represent. If each has cost a 
hundred thousand dollars, and if in each case the invest- 
ment is a judicious one, then each pays to its owner a net 
amount of about five thousand dollars a year. The 
hydraulic plant does not need to earn a gross sum that 
much exceeds this. The complete renewal of the plant is 
a necessity too remote to figure largely in the calculation. 
The steam plant must yield, besides the interest, about 
four per cent. a year for self-renewal. It creates a twenty- 
fifth of its own monetary value every year, in addition to 
the five per cent. that is interest. 

Now, it would be possible to substitute dams and reser- 
voirs for engines without changing the productivity of 
industry; but the change would greatly lengthen the 
periods of production. An engine will ripen into woollen 
cloth within twenty years after it is set running; while 
the dam will not so ripen within any period of which we 
take account. 

In making this change, we alter neither the amount of 
the returns that the industry yields nor the dates at 
which the returns are received. In both cases the rewards 
come day by day, as the work proceeds. In the case of 
the dam there is little waste of what we have called the 
tissue of capital, and there is little labor spent in restoring 
the waste. The dam does not wear out with any rapidity. 
In the case of the engine there is much waste of tissue, 
and much industry is spent in renewing it. The engine 
creates more consumers’ goods than does the dam; and 
this excess, coming as it does day by day, pays the men 
who are in the meanwhile building a new engine. 

The engine-builders are daily creating woollen cloth 
indirectly, by replenishing the tissue of the plant that is 
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wearing itself out. Substitute a dam for the engine, and 
you release most of these men from the making of instru- 
ments, and allow them to create directly the cloth that 
they formerly made by the indirect process. In both 
cases they get it daily, as they work. Formerly they got 
it as they themselves worked day by day in the machine 
shop, while the engine worked for them in the mill. Now 
they get it as they directly work in the mill. 

This illustration could be elaborated, and made to 
resemble the complicated facts of life. What is clear is 
that the periods of production marked by the ripening 
time of particular capital goods may be lengthened or 
shortened without affecting the productivity of industry. 

One thing only will produce the effects that in Professor 
v. Béhm-Bawerk’s study are connected with this length- 
ening of the intervals. It is the creation of an instrument 
that does not replace another, but constitutes a net addition 
to the capital of society. Build an altogether new engine. 
That is creating capital. Renewing an old one is only 
preserving capital. 

Does the making of the new engine lengthen a period of 
production? It is rather the beginning of an entirely 
new series of periods. It does not affect the periods that 
are measured by the duration of other engines, etc. Does 
it lengthen the average of all the periods? That depends 
on the question whether the duration of an engine is 
greater or less than the average duration of all other in- 
struments. It is possible to add to the total capital of 
society by making a short-time tool, which will wear itself 
out in a week. It will of course create its own suc- 
cessor within that time, in the indirect way that we have 
noted; and the creation of this series of short-time tools 
has the effect of permanently reducing the average of all 
the periods of production. 

Is the creation of such a series equivalent to the selec- 
tion of a roundabout mode of production? Does it divert 
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industry from a direct line? With careful qualifications 
we may say yes.* The entrepreneur who uses the tool 
imports into his industry the result of the work of the 
tool-maker. This latter work contributes indirectly to the 
entrepreneur’s product. 

Why is the indirect process fruitful? Is it because of 
its indirectness, or of the extra time that, in the first stage, 
it requires? Clearly not. The only cause of enlarged 
fruit is the tool itself. The reason why the enlargement 
is perpetual is that the series of tools secured is an endless 


*The roundabout route does not take the capitalist himself to the same 
goal that he would have reached by the direct route. 

In the simplest of Professor v. Béhm-Bawerk’s illustrations a man chooses 
between gathering fire-wood with his hands or making a hatchet wherewith to 
eut wood. The latter is an indirect process, and is more fruitful than the 
former one; but the result of both processes is fire for the man’s use. Here 
are two routes to the same personal goal. Is this the choice offered to the 
capitalist ? He might have gathered wood, or caught fish, or built huts for 
his personal use. In a typical case he actually makes a hatchet that, in the 
hands of others, cuts wood enough to indirectly replace itself, and yields a 
perpetual surplus of wood to its user. As this is sold, the returns are paid, in 
money, to the owner of the capital, and enable him or his heirs to enjoy a per- 
petually enlarged income. This income is used for buying things quite unlike 
the fuel, the fish, or the huts that the original capitalist might have bought, 
had he not practised abstinence. To the capitalist saving is not a choosing be- 
tween direct and indirect routes to the same personal goal. Itis a choosing 
between wholly different goals. 

To the capitalist, also, saving involves no waiting for the fruits of his origi- 
nal labor. In the illustration the man chooses a hatchet instead of a hut; and 
he gets the one as early as he would have gotten the other. Even the man who 
“* abstains ’’ does not wait for his income. He chooses to take, as a part of his 
income, an instrument that has a self-renewing power, and that thus becomes 
the first in an endless succession of instruments. For the further products that 
will come through the use of this series of instruments there is, of course, 
waiting to be done, just as there is waiting to be done before the rewards of 
future labor will be realized. The essential fact in the case is that the industry 
that secured the new series of capital goods does not have to wait for its in- 
come, in the form in which it chooses to take that income. For the income from the 
income there is waiting to be done. 

In this latter waiting the period of production measured by the working 
lifetime of the implement ceases to be of consequence. The wood that has to 
be used in replacing the hatchet is not for the capitalist, and it is of no im- 
portance to him how often these tools have to be replaced. That the series 
shall yield its perpetual surplus, above the cost of replacement, is the result 
for which he cares. 
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one. Abstinence has put into action a wholly new series 
of instruments, every one of which makes the hand of the 
worker more efficient. Perpetual efficiency in creating 
goods results from the unending series of implements 
secured by saving. In our terms a new unit is added to 
permanent capital; and this is the cause of the increased 
fruitfulness of industry.* 

The study of capital goods leads to the study of perma- 
nent capital. The study of intervals of time reveals the 
mechanism by which capital becomes permanent. It 
shows that the intervals do not impose time sacrifices, and 
that the only waiting that is burdensome is that perpetual 
waiting, or definitive foregoing of pleasure, that is called 
abstinence. It shows that permanent capital, and not the 
time that it takes originally to create it, is the cause of 
interest. This income is called into existence by the 
action of the endless series of capital goods. Through the 
study of capital goods and their periods of production we 
may reach a theory of capital and its continuous pro- 
duction. As the capital, and not the time required for 
creating and using it, is the cause of the product that 
takes the form of interest, so changes in the amount of 
capital itself, and not a lengthening or shortening of pro- 
ductive periods, are the causes that affect the rate of in- 
terest. Make the social fund larger, and you make the 
rate of interest smaller. Unless you thus increase the 
fund, you may manipulate the productive periods as you 
will without affecting this rate. A study of capital goods 
and of their periods of production can therefore solve the 

* The question whether creating more goods involves creating more value 
has of course to be settled. It would unduly prolong this paper to discuss 
that question here. In my view, interest is based on the specific productivity of 
capital. It is fixed by the amount of wealth, measured in units, that the final 
increment of social capital, separately considered, creates. The goods that are 
specifically attributable to a single unit of social capital necessarily represent 
avalue. The issue raised by citing the fact that, as an aggregate of goods be- 


comes larger, the value per unit becomes smaller, does not affect the validity 
of a theory based on the specific productivity of capital. 
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interest problem only as it leads to a study of that perma- 
nent social agent which creates the income that is called 
interest. It may lead by a new and interesting route to 
a theory of capital and its product. Large indeed are 
the scientific fruits to be secured by following this route, 
if only it be followed to the end. 


JOHN B. CLARK. 
AmuHeErsT, Mass. 

















THE CLASSIFICATION OF PUBLIC REVENUES. 


Two years ago, in the Quarterly Journal of Economics 
for April, 1898, an attempt was made to throw some light 
on the classification of public revenues. In all the main 
points I still hold to the views therein expressed. So 
in especial to the classification into gratuitous, con- 
tractual and compulsory revenues; the division of the 
last class into special assessments, fees and taxes; and 
the discussion of the relation of the taxing power to the 
police power of the state. But in one point further 
reflection has induced me to modify my view. And, 
since truth is more important than the consistency of 
any individual, I take this opportunity of stating what 
I now consider to be the correct view. 

The point is this. Where shall we class the payments 
made for certain governmental enterprises like the post- 
office, railroads, water-supply, etc.? In the original 
article it was maintained that these payments fall into 
differcnt cuteyories, chiefly according to the conditions 
attending the enterprise; and the conclusion was drawn 
that the payment for the same service may be a price in 
one state, a fee in a second, or a tax in a third. I am 
now convinced that, while the conclusion is perfectly 
correct, the reasons given for the conclusion are partly 
invalid, and that the explanation is to be sought in an 
elaboration of the very principle which was employed 
to show the difference between special assessments, fees 
and taxes. In other words, the controlling consideration 
in the classification of public revenues is not so much 
the conditions attending the action of government as 
the economic relations existing between the individual 
and the government. 

Let me attempt to make this clear by taking up in 
turn the various classes of revenue. 
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The simplest case arises when the government decides 
to go into a purely private business. The government 
sees private individuals making money out of certain 
occupations, and asks itself why it also should not do the 
same. It therefore enters upon the business, and con- 
ducts it in precisely the same way as an individual would 
do. Instances of this were very common in former times, 
when governments carried on all kinds of private occu- 
pations, such as manufacturing pottery or loaning out 
moneys or conducting various commercial enterprises. 
In modern times this has become less usual. But many 
states still own real estate, either renting it out or utiliz- 
ing it and selling the produce in the open market; some 
states still carry on a banking business; and others deal 
in commodities, like Holland in tobacco, Chili in guano, 
and India in opium. In all such cases the chief con- 
sideration with the government is fiscal. The charges 
are precisely the same as would be made by private 
individuals. In fixing the price, the government is actu- 
ated by the same motives that obtain in private business, 
whether the business be competitive or monopolistic. 
It is immaterial to the purchaser whether he buys from 
the state or from a private person. He has to pay the 
same in each case. The commodity or service supplies 
his own private wants, and there is nothing public about 
the transaction except the mere accident that the seller 
is a public agent rather than a private party. In such 
a case as this, then, the business is an essentially private 
business; and the charge made by the government is a 
quasi-private price. It is a purely contractual payment, 
resting on an agreement between the government and 
the purchaser. The special benefit which the individual 
receives is the controlling consideration to him. The 
matter of general interest or of public purpose is only an 
incidental matter. 

We now come to the next case where the government 
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decides, for special reasons which are not purely fiscal in 
character, to enter upon certain more or less industrial 
enterprises. It is found by experience that the retention 
of these enterprises in unregulated private hands is not 
thoroughly satisfactory. The government indeed may 
decide to leave these occupations to private initiative; 
but it then attempts to regulate the business very ener-. 
getically. Or it may prefer to take over the business 
into its own hands. The reason for interference is that 
of public policy. It becomes a matter of common in- 
terest, not purely and solely of private interest. 

The familiar examples of such enterprises are the post- 
office, the telegraph, the telephone, the railway, the water, 
gas, and electric-light supply. These are often called eco- 
nomic or natural monopolies, because through the working 
of economic forces competition in these enterprises tends 
to become inoperative. In most cases, too, they can be 
carried on only in virtue of some privileges or franchises 
conferred by the government. The public interest is 
therefore admittedly a strong one: whether it take the 
shape of governmental regulation or of governmental 
ownership is, for our special purpose, immaterial. 

Let us assume the latter to be the case. The problem 
then arises, What is the nature of the charge made by 
the government for the service, or the commodity which 
results from the operation of these enterprises ? 

The chief point is still the private interest of the indi- 
vidual. He buys his gas or his telegraph service to satisfy 
his private wants, very much as he would buy it from 
any individual or corporation. But a new element has 
entered,— the public element, the satisfaction of these 
wants which one feels as a member of the community. 
The very reason that these enterprises have been made 
government enterprises is precisely because the individuals 
who compose the community feel that they have a com- 
mon, public interest in the assumption of the business by 
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the government. They believe in municipal water-supply, 
for instance, because they are convinced for various reasons 
that this business ought not to be left in private hands. 
The government, indeed, may make a charge; and this 
charge is undoubtedly a price paid by the individual. 
But it differs from the private prices. In the one case — 
the case of the private business— the monopoly looks 
only at greatest possible profits. In the other case — that 
of public monopoly — the government looks at the great- 
est possible public utility. It is true that the government 
may conduct this business in various ways. But, even 
when it makes a high charge, this charge is not fixed 
simply by the idea of maximum monopoly profits. The 
public element always comes in to modify the charges in 
some particular. If it did not, there would be no reason 
for the assumption of the business by the public. 

The charge to the individual is thus a price, but, instead 
of being a quasi-private price, it is now a public price. 
The relation of the government to the individual is not 
the same as in the preceding case. The special benefit to 
the individual is less than before, although it is still pre- 
ponderant. The public purpose has become of more 
importance. 

But— and now we come to the really important point 
— the feelings of the citizens may undergo a change, and 
may induce the government to manage the enterprise in 
a different way. The element of private individual inter- 
est or special benefit may diminish, and the feeling of 
public interest may increase so as to become the control- 
ling consideration. The government, because of these 
changed conditions, will now decide no longer to run the 
business on the principle of profits. It will reduce the 
charges somewhat, so as perhaps only to cover the cost of 
operation, or not even to cover this cost. And, while it 
will still roughly endeavor to charge each individual ac- 
cording to the benefit he derives, it will still further 
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modify these charges in the direction of the public in- 
terest, charging less to those who can afford it less. In 
other words, special benefit to the individual is still 
measurable and charged for; but, since the common 
interest of the community is now of more importance, 
the special benefit may be slightly modified by other con- 
siderations, as in the case of the postal service, where 
newspapers are put in a lower class than letters. The 
charge to the individual has now become a fee. 

Finally, another change may occur. The citizens may 
become convinced that the public purpose has become the 
exclusive consideration, and that the special interest of 
the individual is swallowed up in the general interest. 
The government will now entirely abandon the principle 
of charging according to special benefit, and will do one 
of two things. It will either make no charge at all to the 
individual for the special service, or, if it still makes a 
slight charge, it will charge not according to the principle 
of special benefits, but primarily according to the principle 
of faculty or ability to pay. The expenditure must indeed 
be defrayed, but it will now be defrayed by a general 
charge on the whole community, or a charge upon that 
section of the community which avails itself of the service ; 
but even here it will not measure the special charge to 
the individual by the benefits he may individually receive. 
In other words, the payment is now a tax; in some cases 
a general tax, in other cases a special tax. 

Let us illustrate this process. A railway is in private 
hands, and the individual traveller or shipper pays a 
private price. Now the government buys up the rail- 
ways. If it manages them in precisely the same way, the 
payment made by the individual would still be a price,— 
a quasi-private price, because made by the government 
acting as if it were a private party. But the government 
is likely soon to introduce some changes in the public 
interest, although it still seeks to make a profit. Because 
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of the changed relations between the enterprise and the 
patron, the payment is now a public price. After a short 
time the government may reduce its charges considerably, 
barely covering the cost, and may modify them still 
further by considerations of public policy in regard to 
individuals or to sections of the country. The payment 
is then practically a fee-or toll. Finally, the demand may 
be made in the public interest, as in Australia to-day, for 
free railway travel. The payment made by the commu- 
nity to defray the gratuitous railway service would then 
be a tax. In the case of the common highways and the 
canals, this same evolution is discernible; and the final 
stage of free travel has actually been reached. 

Take the water-supply as another illustration. At first 
it is often in the hands of a private company. Then it 
may be managed by the city, but according to the same 
principles. Every one pays in accordance with his con- 
sumption, but he pays more than it costs the city to 
supply the water. The enterprise is managed on the 
principle of profits. Then comes achange. The city still 
charges according to consumption, but charges only cost. 
Then often comes another change; and the city, while 
still trying to make both ends meet, charges each individ- 
ual a lump sum, but makes the richer consumer pay more 
than the poorer consumer, even though he consumes no 
more. Finally, we reach the stage already attained in 
some European cities, and now demanded for Detroit by 
Mayor Pingree, where the water is supplied to the citi- 
zens without charge, and where the expense of water-sup- 
ply is put in the same category as the expense of street 
cleaning. The charge for water-supply has thus run 
through the various stages — private price, quasi-private 
price, public price, fee and tax. Some cities, indeed, may 
have jumped over the intermediate stages, may have 
started with the final stage, or may never have reached 
this stage. In fact, although this is unusual, the prin- 
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ciple of development itself may be reversed, the public 
interest may lag, and the principles of private manage- 
ment may again be introduced. But the principle itself 
is everywhere discernible, whether it works forward, as it 
usually does, or backward, as in some exceptional cases. 

What has been said of the railway and water-supply 
may be repeated of all other governmental enterprises — 
the highway, the canal, the post-office, the telegraph, the 
telephone, the gas and electric light, the street railway 
and trolley line, the management of the docks, the mar- 
kets, and the ferries. And, if the socialistic scheme is 
ever introduced, the same principle would apply to all 
the cases of governmental management of what had once 
been private enterprise. I am, of course, not discussing 
whether the government ought to assume these enter- 
prises. I am simply elucidating the economic and fiscal 
nature of the payments made, or to be made, by the 
citizens. 

The demands made by government for supplying the 
individual with commodities or services differ in charac- 
ter, then, according to the economic relations between the 
government and the individual. It remains true, as was 
stated in the preceding article, that just as a fee may 
become a tax, so it may become a price and vice-versé ; 
and it also remains true that, while a price can never be a 
tax, the payment for the same service may take the form 
of a price in one state, a fee in a second, and a tax in a 
third. But the criterion is not, as was originally stated, 
the fact of monopoly or competition. The real test is the 
economic relation between the individual and the govern- 
ment, and the relative strength of the individual private 
interest as compared with the common, public interest. 

While there is thus a clear distinction, chiefly of degree 
indeed, between a price and a fee, and a fee and a tax, we 
find in actual life some payments which combine separate 
elements, and which it is difficult for any one but a trained 
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observer to detect in their real relation. Take, for in- 
stance, the combination of price and tax. If the liquor 
business is in private hands and the government imposes 
a tax on each glass sold, the individual pays a certain 
amount which includes both price and tax. If the price 
of a glass of liquor is five cents and the government levies 
a tax of one cent, the individual pays six cents, of which 
five is the price, and one is the tax. Now, when the gov- 
ernment has a monopoly of the liquor manufacture or 
trade, as in some countries, the relation is exactly the 
same. The government may charge more than six cents. 
In fact, that is generally the reason why it introduces the 
monopoly ; but it is only the surplus over five cents that 
is the real tax. The same is true of other fiscal monopo- 
lies, like the tobacco or sugar or salt monopoly. What 
the individual pays over and above what we would have 
to pay to a private vender is the indirect tax. The same 
might be true of the railway, or water-supply, etc. But 
this scarcely ever happens at present, because the railway 
and water supplies are not fiscal monopolies. They may 
be monopolized by the government; but in almost every 
case the object is not to raise the price, but to diminish the 
price, not to make profits, but to secure general social 
utility. Yet, just as the French government imposes a 
tax on the private railway tickets, which is added to the 
price of the tickets, thus distinguishing between the price 
and the tax, so the same thing might be done if the rail- 
ways were owned by the government. The payments 
would be economically distinguishable. 

In the same way the identical payment may include 
a fee and a tax, as was abundantly illustrated in the pre- 
ceding essay. Governments do not usually make the 
sharp distinction. For instance, some American states 
speak of insurance fees; and other states call the pre- 
cisely identical payment insurance taxes. So the agri- 
cultural fees in some of the Southern states are some- 
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times called fertilizer taxes; and on the continent the 
terms “fees” and “taxes” are often indiscriminately 
applied. Practically, it may not be of great importance 
in all cases. But in theory the distinction is clear, and 
it is beginning to be recognized in our courts. 

A more difficult and confusing case arises when one 
payment is levied in the form of another payment. The 
most familiar case is that of a public price levied in the 
shape of a tax. Take the water or gas supply for in- 
stance. In Europe, when the towns bought out the pri- 
vate water or gas companies, they at first continued to 
charge on the same principle, according to individual 
consumption. Some of them do so yet. But in some 
cases, for purposes of convenience, they assumed that each 
household would consume a certain quantity. And, as 
some of the local taxes are levied on the occupier, they 
simply added a certain amount to the tax. So, for in- 
stance, in some English towns where a special water rate 
is levied like the other local rates, or in Austria where 
an addition is made to the local tax on house rent. But 
the payment is nevertheless a price, and not a tax; for 
if more than the assumed normal quantity is used by any 
one, especially a business man or factory owner, the 
charges are increased according to the consumption. If 
the charges were reduced, or if all idea of special benefit 
were abandoned and the charge were assessed on the 
whole community or part of the community irrespective 
of the relative quantities consumed by any one, then the 
payment might become a fee or even a tax, whether 
general or special. But, as a matter of fact, in most 
places to-day the payment is still a price, even though 
sometimes levied in the shape of a tax. Thus in England 
there is a separate class of municipal revenues called 
income from “gas and water undertakings,” which proves 
that they dimly recognize the distinction. And in New 
York the charge for Croton water is technically called 
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the “water rate” or “water rent,” although most people 
call it the water tax, and confound it with a tax. In 
New York, it is true, this “rate” is paid separately; but 
in some of the European cities, for purposes of con- 
venience, it is simply tacked on to some existing tax. 
But as long as the economic relation of the individual to 
the government is a different one, so the charges, even 
though confused in the same appelation, are really dif- 
ferent.* 

We may thus explain the classification of public rev- 
enues, in so far as the classification is of actual importance 
to-day, in two ways. If we divide them into contractual 
and compulsory revenues, there is no doubt that we must 
put quasi-private prices under the former head, and fees, 
special assessments, and taxes under the second head. 
But the public prices, the charges made for industrial 
enterprises under certain conditions, occupy a middle 
position, and might be called semi-compulsory. If the 
government manages the enterprise just like an_ in- 
dividual, then it is virtually a contractual payment. If 
the government makes the whole community or part of 
the community pay, it is a compulsory payment. But, 
if the government employs the intermediate principle 
of charge, then the payment is neither wholly contractual 
nor wholly compulsory, but contains elements of each. 
The classification would then be as follows :— 


Gratuitous is . Gifts, 


s | Contractual . . . Public Property and Industry . Quasi-private Prices, 
‘$s Semi-compulsory . Public Property and Industry . Public Prices, 
B Eminent Domain ... . . . Expropriation. 
2 Penal Power ... . . + « Fines and Penalties. 
3 Compulsory “a Special Assessments. 
| Taxing Power. ..  « @ o Seen 
| Taxes. 


* The statement in my original article that the English water rate is a 
special tax is an error due to the confusion just mentioned. Further study 
has shown me that the charges made by the English towns for water are 
exceedingly diverse, and rest on very different principles in the various towns, 
but that they are almost everywhere still ‘“‘public prices.’”? What they will 
become in the near future is uncertain. 
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But if the real distinction is, as we have suggested, the 
economic relation of the individual to the government, 
the classification of the charges would depend upon the 
importance of the individual interest measured by the spe- 
cial benefit to the individual, as compared with the com- 
mon interest or public purpose, measured by the ability 
of the individual to contribute to public charges. In the 
one case the individual is the chief or only factor: in the 
other case the individual sinks his own importance in 
the common welfare of the community, and whatever 
benefits he derives come to him only incidentally as a re- 
sult of his membership in the community. As at one 
extreme lies the price, which holds in mind the relation of 
government to some particular industry or individual, at 
the other extreme lies the tax which holds in mind the 
relation of government to all industries or individuals. 
Midway between these extremes lie the special assess- 
ments and fees, whose characteristics were fully eluci- 
dated in the original article. We might thus classify as 
follows, omitting as of no importance the titles of ex- 
propriation and fines : — 


1. Special benefit, the exclu- Public purpose incidental, Quasi-private Price. 
sive consideration. 
2. Less special benefit,although Public purpose of some Public Price, 


still preponderant. importance, 
3. Special benefit assumed. Public purpose absolutely Special Assessment. 
necessary. 
4. Special benefits still meas- Public purpose the con- Fee. 
urable. trolling consideration. 
5. Special benefits only an in- Public purpose the exclu- Tax, 
cidental result. sive consideration, prin- 


ciple of faculty orability. 


The above classification would result in the following 
definitions : — 

A quasi-private price is a voluntary payment made by 
an individual for a service or commodity sold by the gov- 
ernment in the same way as a private individual would 
sell. 

A public price is a payment made by an individual for 
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a service or commodity sold by the government primarily 
for the special benefit of the individual, but secondarily in 
the interest of the community. 

A special assessment is a payment made once and for all 
to defray the cost of a specific improvement to property 
undertaken in the public interest, and levied by the gov- 
ernment in proportion to the assumed special benefit 
accruing to the property owner. 

A fee is a payment to defray the cost of each recurring 
service undertaken by the government primarily in the 
public interest, but conferring a measurable special advan- 
tage on the fee-payer. 

A taz is a compulsory contribution from the person to 
the government to defray the expenses incurred in the 
common interest of all, without reference to special bene- 
fits conferred. 

EpwIn R. A. SELIGMAN. 
Cotumsra CoLiece, New York. 

















VON THUNEN’S THEORY OF NATURAL 
WAGES. 


I, 


THE CLASSICAL THEORY AND VON THUNEN’S FORMULA. 


No scientific work could be more beneficent than that 
which would solve the problem of natural or just wages. 
The clashing interests of the capitalist and laborer in the 
division of the product of industry result in conflicting 
claims in the distribution of that product, and the lack 
of a scientific solution of the problem renders it possible 
that each may claim a moral basis for his actions. _ 

Several vigorous attempts have been made to throw 
light on this question; and, among those who have made 
important contributions to the subject, Thiinen holds a 
conspicuous place. His theory contains much that is 
interesting and valuable; and the object of this paper 
is (1) to give this theory a critical consideration, and (2) 
to show his contribution to the theory of natural wages. * 
In order, however, that we may be placed in a position 
to form a correct estimate of Thiinen’s work, a brief 
review will be given of the theory of natural wages held 
by his English contemporaries. 


The characteristic features of the classical theory of 
natural wages are exemplified in the opening paragraph 
of Ricardo’s chapter on Wages. The first sentence of that 
paragraph shows the manner in which the classical econo- 
mists reasoned upon the subject. ‘ Labor,” says Ricardo, 
“like all other things which are purchased and sold, and 
which may be increased or diminished in quantity, has 
its natural and its market price.” Here we find it im- 


* For the bibliography of Von Thiinen’s Theory, see p. 304. 
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plied that labor is a commodity; and it is stated that 
labor, like every other commodity, has its natural and its 
market price. The classical economists taught that the 
natural price of a commodity is its cost of production: 
hence they inferred that the natural price of labor is its 
cost of production. But, when they came to define the 
cost of production of labor, they met with difficulty, and, 
as Marx * has shown, substituted for the cost of produc- 
tion of labor the cost of production of the laborer. 

The second sentence of Ricardo’s paragraph presents 
two more features of the classical theory. “The natural 
price of labor,” Ricardo states, “is that price which is 
necessary to enable the laborers, one with another, to 
subsist and to perpetuate their race, without either in- 
crease or diminution.” Here we find, in the first place, 
that Ricardo made no attempt to consider the equity in 
the case. Although he admitted that the price of labor 
“varies at different times in the same country, and very 
materially differs in different countries,” yet he made no 
attempt to discover the reasonable or just wages. He 
was concerned only with facts and with the operation of 
natural law. In the second place, we observe that he 
defined natural wages without reference to the product 
of the laborer. Natural wages, according to his defini- 
tion, depend upon the requirements of the laborer. 
These, however, vary at different times and in different 
places with “the habits and customs of the people.” 

In summarizing, the following may be named as char- 
acteristic features of the classical theory of natural wages: 

1. Labor was treated throughout as a mere commodity. 

2. Natural wages were defined without reference to 
equity, the operation of natural law being the main fact 
considered. 

8. Natural wages were defined without reference to 
the product of labor. The requirements of the laborer 


*Marx, Das Kapital, Band I., 2 Auflage, pp. 599. Cf. Schmidt, Der 
natiirliche Arbeitslohn, p. 13. 
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as limited by his surroundings were regarded as determin- 
ing his natural earnings. 


While these doctrines were being taught by the classi- 
cal school, Thiinen was working upon a theory that was 
in many respects new. He claimed that the teachings of 
economists concerning wages were based upon the exist- 
ing system of distribution. But, because under the exist- 
ing system the laborer might be had for the bare means 
of subsistence, he could see no reason on that account 
for calling the bare means of subsistence natural wages. 
He was profoundly convinced of the evils resulting to 
the laboring class in consequence of the prevailing the- 
ory;* and this fact was one of the chief reasons leading 
him to undertake to discover the just or equitable wages, 
the wages agreeable to the nature (naturgemdss) and to 
the destiny of man. ¢ 

To simplify his investigations, or, rather, to make his 
investigations possible, he makes use of the isolated state. 
This state, isolated from the rest of the world by means 
of a wilderness, is in a plain of uniform fertility. Its 
only city, in which are concentrated all of its non-agri- 
cultural industries, is located at its centre. It has neither 
railroads nor navigable waters, and perfect competition 
pervades the entire state. The study is based upon the 
supposition that the isolated state is in a static condition. 

Before entering upon Thiinen’s mathematical work, we 
must get well in mind the meaning of the terms he uses. 

1. He takes rye as his measure of value, and selects a 
Berlin Scheffel of that grain as his unit. 2. He considers 
all laborers of the same class equal in strength, skill, intel- 


* The light in which he viewed the classical theory may be seen from one 
of his letters of 1830 in Schumacher’s J. H. v. Thiinen: Hin Forscherleben, 
p. 117. 


t Der isolirte Staat, II. 1, p. 193: ‘*Ja, ich habe gefunden das tiefere 
Eindringen in die Frage, Welches ist der naturgemiisse Arbeitslohn? in den 
letzten Studien unmittelbar zu der Frage iiber die Bestimmung des Menschen 


fiihrt.”’ 
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ligence, etc. 38. In wages proper —zi.e., in the reward for 
labor itself (fiir die Arbeit an sich), and not including 
interest upon any capital that the laborer may possess in 
the way of household effects — he distinguishes two parts. 
One part is that required for the means of subsistence of 
the laborer and his family. This part is designated by the 
symbol a. The other part, designated by the symbol y, is 
the surplus that the laborer earns above his means of sub- 
sistence. The symbol a+y is used to express the wages 
for one year’s labor of a laboring family. 4. By “ product 
of labor” he means that part of the gross product which 
is shared by the laborers and capitalists alone, that part 
of the gross product remaining after deduction of profits, 
costs of management, insurance, etc. This product, 
divided by the number of laborers employed, gives the 
“product of labor” of one man. He designates the 
“product of labor” of one man by the symbol p. 5. By 
capital he means a product of human labor, employed in 
production. 

We are now ready to follow him in his work. He ap- 
proaches the problem by asking whether higher wages 
can exist at the margin of cultivation in the isolated state 
than exist in real life. He supposes, for the sake of argu- 
ment, that the wages of the laborers on the marginal farms 
are raised, and then tries to discover the result of the 
change. 

The income from the marginal farms before wages were 
raised just covered wages and interest upon invested capi- 
tal. No ground rent was paid. If now wages are raised, 
ground rent will become a negative quantity, and the cul- 
tivation of marginal lands can be continued only at a 
loss. Perfect competition, however, pervades the iso- 
lated state; and no producer will continue to cultivate 
marginal lands at a loss. Consequently, producers will 
no longer invest capital in making improvements; and, as 
soon as buildings and other improvements have become 
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dilapidated, they will abandon the marginal farms. The 
laborers from the marginal lands will then crowd into em- 
ployments nearer the city. Competition sets in between 
the new laborers and the old; that is, between the laborers 
from the marginal farms and the laborers already employed 
nearer the city. But the old laborers already existed in 
such numbers that the product of the last laborer just 
covered the wages that he received. If the new laborers 
are to find employment, wages must be reduced below 
their former level. The attempt, therefore, to raise wages 
has worked to the laborer’s detriment. 

One might suppose, from this argument, that the laborer 
of the isolated state fares no better than the laborer of the 
modern state. But Thiinen causes the reader to observe 
that he has reached the above conclusion only by suppos- 
ing the rate of interest unalterable. If the rate of interest 
can be lowered, wages may be raised, and cultivation still 
continued upon marginal lands. The wages of the laborer 
in the isolated state are dependent upon causes determin- 
ing the rate of interest. The knowledge, therefore, of the 
natural wages depends upon the knowledge of the law 
determining the connection between wages and interest. 

I shall give here a brief outline of Thiinen’s course in 
the subsequent part of his work. His prime object is to 
get a mathematical expression for natural wages and for 
natural interest. To do this, he attempts first to get 
an algebraic equation expressing the interdependence of 
wages and interest. Having obtained this equation, he 
can proceed in any one of three ways to determine the 
unknown quantities; ¢.e., the quantities representing wages 
and interest. He can find a second equation containing 
the unknown quantities, and then combine the two; or he 
can find an independent expression for interest, and then 
by substituting in the equation obtain wages; or else he 
can find an independent expression for wages, and then 
by making the substitution in the equation obtain inter- 
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est. We shall see that, having found the equation, he 
selects the last method just described to obtain the value 
of the two quantities. 

But first the equation expressing the relation between 
wages and interest must be found. Thiinen approaches 
this problem in § 18, a section that has been grossly mis- 
understood and misinterpreted. This section has a mean- 
ing only when considered in connection with the main 
object of Thiinen’s work. The problem that he has before 
him is to discover the natural wages of the ordinary 
laborer, a laborer without a store of capital to invest, hay- 
ing only his labor with which to secure his maintenance. 
In order to find the equitable or just wages of such a la- 
borer, he places him under conditions where the rate of 
wages is dependent upon the laborer’s own course of ac- 
tion. As, however, the laborer has no store of capital, 
the conditions under which he can secure natural wages 
must be conditions where, without a store of capital, he 
can determine the rate of wages. Now the purpose of 
§ 13 is indicated in the heading of that section,—“ The 
Reduction of the Efficiency of Capital to Terms of Labor” 
(Reduktion der Wirksamkeit des Kapitals auf Arbeit). 
Thiinen tries to show how the co-operation of capital in 
the production of a commodity may be reduced to terms 
of labor, and in doing this he lays the groundwork for the 
development of the formula expressing the interdepen- 
dence between wages and interest. 

He proceeds as follows: If an amount of capital Q, ex- 
pressed in terms of rye, dollars, or any other measure, is 
divided by the year’s wages of a laborer (a+), the wages 
being expressed in the same terms as the capital, then we 
shall find “how large the capital is, expressed in years’ 
labor * of a laboring family, or how many years’ labor of 

*There is an inaccuracy here that has confused Thiinen’s critics. By 


dividing capital by wages, we do not find the value of the capital expressed in 
terms of years’ labor, but in terms of wages. 
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a laboring family a capitalist with @Q capital can con- 
trol.” * An amount of capital equal in value to the year’s 
wages of a laborer he considers a unit of capital: hence, 
if ay Q will represent nq units of capital. He sup- 
poses that the capitalist lends @ to an undertaker, who 
invests it in some industry. If he employs m laborers, 
each laborer will use “*=g units of capital. 

Now Thiinen says, if from the gross returns of the in- 
dustry “all expenses of the undertaker are deducted with 
the single exception of wages and interest, and if from 
the remainder business profit is subtracted, there is left 
the part of the product which we have called product of 
labor.” + The “product of labor” of a man using ¢ 
units of capital he designates by the symbol py. The ques- 
tion is, in what proportion will the capitalist and the 
laborer divide the “product of labor” between them? 
This question Thiinen attempts to answer as follows: — 

The x laborers employed in the industry bring forth a 
product np. Of this product the m laborers receive as 
wages n(a+y). After the deduction of wages the 
capitalist receives as rentt n[p—(a+y)]. The rent, 
divided by the capital employed, gives the rate of inter- 
est, which we shall designate by z. 


n(p—(a+y)) — p—(a+9). 
nq (a+) q(a+y) ° 


Thiinen changes the form of this equation somewhat 
in order to show the proportion in which the capitalist 
and the laborer share in the product p. From the equa- 





Then, z= 


tion 2— Fw the following may be obtained: gz (a+ 


yY=p—(at+y); (@+y)A+ 92) =p; or, 
l. a+y= ifs = share of laborer. 


*p. 124, tp. 124. 

t Thiinen speaks of the earnings of capital as Rente, and the earnings of 
land as Landrente. These two terms I shall translate throughout this paper 
as rent and land rent, respectively. 

§ p. 125. 
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To obtain the share of the capitalist, we must subtract 
from the product p the share of the laborer. Hence, 


Se ee eee 

2. 9—itfae— ie ~ie share of capitalist. 

From equations 1 and 2, we can find the proportion in 
P . PH ..Y 


which the shares stand to each other: ;("52:j//q@i:1: 42. 
This result may be thus expressed: The earnings of one 
year’s labor are to the earnings of ¢ units of capital as 1 is 
to gz. Therefore, the earnings of one year’s labor are to 
the earnings of one unit of capital as 1 is to z. 

We shall have to follow Thiinen but a little further to 
find how he applies the result which he has just obtained. 
He is going to make use of the law of substitution * as 
applied to iabor and capital. 

“In the production of one and the same product p, 
a part of the capital may be replaced by an increased 
amount of labor; and, vice versa, a part of the labor may 
be replaced by an increased amount of capital. Capital 
appears as a coworker, and enters into competition with 
the laborer. But it is in the power of the undertaker 
who employs x laborers with the capital Q, to give to the 
relative capital g, which one man uses, any desirable 
value f by increasing or diminishing ». The undertaker, 
knowing and following his interests, will increase the 
value of g just so much, until the costs of the work done 
by capital and the work done by men stand in direct pro- 
portion to their respective efficiency in production.” ¢ 

Thiinen therefore concludes that the respective efficiency 
of labor and capital is the measure of their earnings. 


* Professor Marshall states that Thiinen was the first to make use of this 


law in this connection. Cf. Principles of Economics, second edition, p. 556. 
Dr. Stuart Wood has recently applied this same law in the same relation with 
excellent effect. Cf. Publications of American Economic Association, vol. iv., 
No. 1. 
Q : oe . ng 
t —— = nq; the number of units of capital used by one laborer is —; 
a-y . 7 


therefore, by increasing or diminishing n, g may be made to have any desirable 
value. 
tp. 126. 
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But, as we have just seen, he has proved that the earnings 
of a unit of labor are to the earnings of a unit of capital 
as 1:z. The important inference that he draws from these 
facts is thus stated: “ The rate of interest z is the factor 
by means of which the relation of the efficiency of capital 
to that of human labor is expressed”;* 7.¢., the rate of 
interest z is the factor expressing the relative efficiency 
of capital and labor. Now observe his final conclusion: 
“We are herewith placed in a position to reduce to terms 
of labor the co-operation of capital in the production of 
a commodity.” | In these words he states, as plainly as 
could be stated, the chief results of his investigations 
in §18; and, although he claims that his advantage over 
Ricardo consists in his ability to reduce the co-operation 
of capital to terms of labor, the validity of that claim has 
not been tested. 

A little reflection will show the fallacy that he has com- 
mitted. His conclusion does not follow from his premises. 
In his premises he states: (1) that, “in the production of 
one and the same product p, a part of the capital may 
be replaced by an increased amount of labor,” and “a 
part of the labor may be replaced by an increased amount 
of capital,” and that “the undertaker, knowing and fol- 
lowing his interests, will increase the value of g just 
so much, until the costs of the work done by capital and 
of the work done by men stand in direct proportion 
to their respective efficiency in production”; (2) that 
the earnings of a unit of labor are to the earnings of a 
unit of capital as 1:2. He infers from these premises 
that the rate of interest z is the factor expressing the 
relative efficiency of capital and labor. But here he 
draws a general conclusion from particular premises. It 


"p. 2971. 
tp. 127. Notice also this sentence, p. 127: ‘‘ Durch diese Reduktion ist es 
dann miglich, die Produktionskosten eines Erzeugnisses, insofern keine Land- 
rente darin enthalten ist, ganz in Arbeit auszudriicken, und die Arbeit wird 
dadurch wahrhaft zum Werthmesser fiir die Tauschgiiter.”” 
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will be admitted that in the production of a given prod- 
uct a part of the capital may be replaced by labor, 
and a part of the labor replaced by capital. It will 
also be admitted that, in the margin of indifference, the 
wise undertaker will employ capital and labor in such 
proportions that their costs will be in proportion to their 
respective efficiency in production. But it cannot be ad- 
mitted that, because in the margin of indifference the 
efficiency of capital may be reduced to terms of labor, 
therefore the entire efficiency of capital can be reduced to 
terms of labor, or that the efficiency of capital in the 
production of any commodity can be reduced to terms of 
labor, or that z expresses the relative efficiency of capital 
and labor. It expresses the relative efficiency only at the 
margin of indifference, the margin where capital and labor 
may be indifferently substituted for each other. If, then, 
z does not express the relative efficiency of capital and 
labor, Thiinen cannot infer that, by means of z, the co-op- 
eration of capital in production can be reduced to terms 
of labor. 

We shall see later what use Thiinen makes of this sup- 
posed law, but now we shall return to the main problem 
under discussion. In the section that we have just con- 
sidered he obtains the equation a+ y=; . Although 
the quantities y and z occur in this equation, the expression 
in its present form is of no use; for the value of (a+ ¥y) 
is dependent upon the value of z. Besides, p is not a con- 
stant quantity, but varies as g increases or diminishes; 
and the values of y and z depend upon the value of p. 
p, y, and z are therefore functions of g. The problem, then, 
is to find the values of p, y, and z for a given value of g. 

In order to solve this problem, Thiinen refers us to the 
isolated state. In the isolated state the laborers have it 
in their power either to work for undertakers or to lay 
out farms for themselves on the margin of cultivation. 
If the laborers are to be deterred from laying out new 
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farms, and persuaded to continue in the service of their 
employers, their wages plus the interest on the capital 
needed to lay out a farm must be equal to what the 
“product of labor” of the farm would be after its comple- 
tion. These conditions may be expressed mathematically. 
If wages==-a+y, the rate of interest =z, “product of 
labor” of one man=~p, the number of units of capital 
used by one man cultivating the new farm —=g, whose 
value is g (a+ y), since each unit of capital has the value 
of one year’s wages, then, in order for the laborer to be 
deterred from laying out the farm, this equation must 
exist: (a+y)+q (at+y)z=p;* or (a+y) =;/q3 oF 
z=? Sv. Here a, p, and g are known quantities, and 
y and z are unknown. 

We have now obtained an equation expressing the inter- 
dependence of wages and interest. The next problem is 
to find an independent expression for wages. To enable 
him to find this expression, Thiinen supposes that a num- 
ber of laborers combine to lay out a farm on the margin 
of cultivation of the isolated state. This new farm is to 
be of the same character as those already existing in the 
state. The combination of laborers divide themselves into 
two groups, which we shall call group A and group B. 
The laborers in group A remain in the service of under- 
takers, and by means of the surpluses of their wages furnish 
the means of subsistence to the laborers of group B, who 
lay out the farm. In order to avoid confusion, we shall 
call the laborers in groups A and B capital-producers.t 

In the course of a year the farm is completed, and la- 





*It must be remembered that Thiinen considers the isolated state under 
static conditions, for otherwise equilibrium would not be maintained even if 
the relation existed expressed by the equation (a+y)+q(a+y)z=p. Ina 
progressive state the laborers would secure a large advantage in laying out 
marginal farms, owing to the growth in value of those farms, due to general 
progress. Cf. Professor J. B. Clark, ‘* De 1’Influence de la Terre sur le Taux 
des Salaires,” p. 256 of Revue d’ Economie Politique, 1890. 


+ Thiinen calls the laborers in groups A and B kapitalerzeugende Arbeiter 
(p. 151). 
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borers are employed to cultivate it. The wages of each 
of these laborers must be so great that the income which 
each of them receives from his surplus when that surplus 
is placed at interest —i.e., yz — will be equal to the sum 
received by each of the capital-producers as his share of 
the rent* of the farm; for, if this were not the case, the 
laborers would lay out farms for themselves. 

These facts Thiinen expresses in mathematical language, 
and is thereby enabled to obtain the formula: Natural 
wages= ‘Yap. He uses the following symbols: — 


Let a+ y= the year’s wages of a laboring family, a and y retaining 
the same meanings that they have had throughout this paper. 
ng==the number of capital-producers in group B; that is, the 
number of men needed to lay out the farm. Thinen admits 
that, to lay out the farm, is needed not only labor, but 
also capital; but he summarily dismisses this difficulty by 
saying, “ According to §13, we can reduce the co-operation 
of capital to terms of labor” (p. 152). Later on I shall 
show that in the ascertainment of the quantity nq lies the 
error which vitiates the formula \Jap. 
As the farm is completed in one year, its value is equal 
to ng units of capital. 
anq= the amount consumed by the ng men in group B. 
= = the number of capital-producers in group A, since the 


capital-producers in group A support those in group B by 
means of their surpluses. 
Then ng + SNd — ACF) — total number of capital-producers in 


groups A and B. 

n==number of men employed to cultivate the farm after its 
completion. 

n (a+ y) =total wages paid n men. 

p=“ product of labor” of one man, working with g units of 
capital. 

np= total “ product of labor.” 

np—n (a+y)=—n [p—(a+y)]=—total income from the 
farm for one year, or, as Thiinen calls it, the rent of the 
farm. This rent is the property of ed men. 

* Rent is used here in the sense noted above, and means earnings of capital, 
not land rent. 
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nip—(a+y)) _ (p—(@+yly _ ital- 
Therefore main Gate share of each of the capital 


producers, or his portion of the rent of the farm. In this last expres- 
sion all the quantities are known excepting y. 

Now, it has already been observed that, for the laborers 
to be induced to work on the new farm, the income which 
each receives from his surplus when that surplus is placed 
at interest must be equal to the rent received by each 
capital-producer: hence yz must be equal to @ Fee 
Capital-producers and laborers, therefore, have a common 
interest in making the above function as large as possible ; 
and, when the function has reached its maximum value, 
the interests of capital-producers and laborers will be 
satisfied. The question is, then, For what value of y will 


[p—(a+y)ly h 
q(a+y) 
Differential calculus enables Thiinen to answer this 


question. He solves the problem by differentiating the 
function with respect to y, and then placing the differen- 
tial equal to zero. He finds that the function will have a 


ave a maximum value ? 


maximum value when (a+ y) = Yap. 
Having obtained the formula for natural wages,* he is 
able to find the expression for the natural rate of interest 


by substituting ~Jap for (a+y) in the equation z= 
p—(@+y) 


q(a+y)-° 
H. L. Moors. 


Jouns Hopkins UNIVERSITY. 


*Thiinen placed such great value upon the formula Vap that he re- 
quested it should adorn his tombstone. According to Schumacher (J. H. v. 
Thiinen: Ein Forscherleben, p. 322) his wish was respected: ‘* Die Krone seiner 
Gesetze, das Resultat miihseliger Untersuchungen iiber das Verhiiltniss des 
Arbeitslohns zum Zinsfuss und zur Landrente, wie solches aus seinem Arsenale 
mathematischer Formeln siegreich hervorging : 


Der naturgemiisse Arbeitslohn = Vv ap 


schmiickt als Denkspruch seinen einfachen Grabstein im Hiigellande von 
Mecklenburg, wie er in schéner Stunde selber gewiinscht.” 
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STATE REGULATION OF PRICES AND RATES. 


THE extraordinary development of corporations char- 
acteristic of the present century has given rise to many 
new problems,— social, political, and legal. The concen- 
tration of industry resulting from the employment of 
great aggregations of capital united under a single control 
has created conditions which to many persons have seemed 
to require a revision of previously accepted economic 
doctrines and a resort to extraordinary legal remedies. 
Competition, where each competitor must engage in busi- 
ness on a scale requiring an initial capital of millions of 
dollars, has not produced results satisfactory either to the 
public or to those concerned in the prosperity of the 
business. The power acquired by those controlling vast 
combinations of capital has not always been exercised 
discreetly; and the belief that the consuming public 
should be protected from exorbitant charges made for the 
benefit of those interested in such combinations has be- 
come wide-spread. The cure for evils serious enough in 
reality, but still greater in the popular imagination, has 
been sought in legislation regulating the conduct of 
business ; and, with the further extension of the conditions 
referred to, it is probable that such relief will be more 
widely attempted. Since laws directed to this end are, 
for the most part, under our form of government, outside 
the scope of the powers conferred upon Congress, it is 
a matter of importance to consider how far the Federal 
Constitution restricts the several States in such legisla- 
tion. This presents two principal questions; namely, 
whether the Federal Constitution imposes any restrictions 
upon the kind of business that may be regulated, and 
whether it imposes any restrictions upon the nature or 
degree of regulation that may be established. It is the 
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purpose of the following pages to consider briefly these 
two questions in the light of the decisions of the Supreme 
Court of the United States. 


Z. 


Statutory regulation of industry is by no means a novel 
idea in Anglo-Saxon state-craft. During the Middle Ages 
in England legislative interference in the conduct of 
business was common.* Not only were the prices of 
staple articles of merchandise frequently fixed by law, 
but the wages to be paid to laborers were in like manner 
determined ;+ while, through the system of guilds and 
apprenticeship, the field within which an individual 
might seek a livelihood was limited. Probably the 
earliest laws for the regulation of prices were based upon 
the doctrines of the canon lawyers as to “just” or 
“reasonable” price. To sell for gain, and a fortiori to 
exact the highest price which the needs of the purchaser 
would induce him to pay, was deemed immoral by the 
theologians, who then controlled the State as well as the 
Church. Long after the clergy had ceased to have an 
important voice in the making of laws, however, Parlia- 
ment continued to enact successive “assizes” of bread, 
wine, and meat, as well as “statutes of laborers,” fixing 
wages, and at times even prohibited trading in a certain 
manner or in certain articles.| Even after juster views 
of political economy had led to the repeal or desuetude of 
most of these laws, no general right to freedom of con- 
tract was recognized. The laws against forestalling, 


*See Ashley, Economic History, vol. i. chap. iii. 


t Hallam, Middle Ages, vol. iii. p. 352. 


=o 


t As examples of these statutes, see 5 and 6 Edw. VI., ch. 14 (1552), forbid- 
ding the buying up of dead victuals in one market in order to sell them at 
higher prices in a later market in the same place, or at any other market 
within four miles, and 15 Chas. II., ch. 8 (1663), forbidding butchers to sell fat 
cattle. 
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engrossing, and regrating,— offences somewhat similar 
to the modern “corner,” though often hardly distinguish- 
able from ordinary jobbing,— still continued to attest the 
right of Parliament to determine when methods of trade 
became injurious to the public welfare; and these laws 
found an ardent supporter in Lord Chief Justice Kenyon 
at as late a date as the closing years of the last century. 
Not until 1815 were the last laws fixing the price of bread 
repealed, after a continuous existence of five and a half 
centuries; and a law regulating the price of coal stood 
upon the statute book from 1744 to 1867. This system 
of legislation indicated the dissatisfaction felt at the re- 
sults of the normal workings of the laws of trade — little 
understood at the time indeed — under the conditions of 
industry then prevailing. It was an attempt, dictated by 
an undoubtedly erroneous view of public policy, to substi- 
tute artificial regulations for natural forces in the determi- 
nation of prices. The public was not then confronted 
with any serious questions arising from combinations 
among sellers; but the laws were directed rather to re- 
straining what was deemed the undue cupidity of the in- 
dividual. To some extent the comparative immobility of 
capital and difficulty of communication created conditions 
favorable to the man established in business. Competition 
was slack, and a single dealer might have the same control 
over the trade in a small area that is now acquired on a 
larger scale by the combination of a number of concerns. 
The important point in this connection is that Parliament 
unhesitatingly asserted and exercised the right to control 
industry, solely on the ground that such control was 
deemed necessary for the public good, and that this action 
was regarded as a natural function of the law-making 
power, like any other legislation for the general welfare. 
The principles thus prevailing in England at and prior 
to the time of the adoption of the Constitution are of the 
highest significance in considering the restrictions imposed 
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upon the States by that instrument. The rights that it 
was sought to protect by constitutional restrictions were, 
in the main, the rights which the English people had se- 
cured after protracted struggles. The language in which 
those rights were guaranteed was language made familiar 
by the discussions and enactments of the mother country. 
Chief Justice Taney declared, in the Passenger Cases,* 
that the framers of the Constitution “ought not to be 
supposed to have used familiar words in a new or unusual 
sense”; and in like manner in the amendments to the Con- 
stitution the words are to be interpreted in the same sense 
in which the same words were used in the original instru- 
ment. Powers habitually exercised by the British Parlia- 
ment cannot be deemed, therefore, to be prohibited by 
general limitations couched in language the same as that 
which in England was deemed not inconsistent with the 
exercise of those powers. Rights of liberty and property 
cannot be deemed to include exemption from the exercise 
of powers which were consistent with a similar guarantee 
of such rights in England. 

In America there was, before the Civil War, compara- 
tively little legislation directed to the regulation of prices. 
Laws were indeed passed at times, in the effort to maintain 
the value of a depreciated paper currency, fixing the prices 
of different articles in that medium; but this action was 
caused by other motives. Some instances are to be found 
of regulation of prices similar to that practised in Eng- 
land, as in the municipal by-law fixing the price of bread 
sustained in an early case before the Supreme Court of 
Alabama.t For the most part, however, trade was per- 
mitted to take its course. The causes that had produced 
the elaborate regulations of the Middle Ages had spent 
their force, and fresh developments were needed again to 
arouse the demand for legislative interference. Those 
developments took place in the rapid extension of the rail- 


*7 Howard, 283, 477. t Mobile v. Yuille, 3 Ala. 137. 
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road system during and immediately after the Civil War. 
The rise of powerful corporations controlling the most 
vital sources of prosperity and growth in the more re- 
cently settled States of the North-west created conditions 
that seemed to the inhabitants of those States to require 
legislative interference. The “Granger movement,” so 
called, was the result, and led to the enactment in several 
different States of laws of generally similar character, de- 
signed to relieve the agricultural interests from the oppres- 
sion of high rates and discrimination in charges alleged to 
exist. These laws were fiercely attacked by the railroad 
companies, and others injuriously affected by them, on the 
ground that they were in conflict with the Constitution of 
the United States; and the question how far the Constitu- 
tion restricted the power of the several States in this 
respect was for the first time brought before the Supreme 
Court of the United States in a series of cases decided 
simultaneously in 1877, and known collectively as the 
“Granger Cases.”* Since then laws passed in other 
States of a similar character, dealing with railroads and 
some other industries, have in a number of instances been 
the subjects of decisions by the court. 

The “Granger Cases” arose under laws passed by the 
States of Iowa, Wisconsin, and Minnesota, fixing maxi- 
mum rates of charge for transportation by railroads, and 
a law of the State of Illinois fixing a maximum rate of 
charge for storing grain in bulk in elevators. In the rail- 
road cases special considerations were urged, based upon 
the charters that had been granted to the companies. On 
the one hand, it was contended that the charter of a cor- 
poration was a contract with the State, protected as such 
by the Constitution of the United States, and that this 
contract, including the right to fix tolls, was infringed by 
the laws in question. On the other hand, it was said that, 
since the corporations were the creatures of the statutes 


*94 U.S, 115 et seg. 
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and enjoyed special powers delegated to them by the 
State, notably that of eminent domain, they were subject 
to such laws affecting them as the States might choose to 
enact. While these considerations, wholly outside the 
principle now in question, might have affected the deci- 
sions in the railroad cases, the case of Munn v. Jilinois,* 
dealing with the regulation of charges for storing grain, 
presented the main question, above referred to, in a 
simple form. 

The law of the State of Illinois, under which the case of 
Munn v. Iilinois arose, provided, in substance, that no 
person engaged in the business of storing grain in bulk 
in an elevator in Cook County (comprising the city of 
Chicago and its suburbs) should charge a rate higher 
than that fixed in the statute. It appeared that there 
were at the time fourteen elevators in Chicago owned by 
thirty persons and controlled by nine distinct firms, and 
that the prices to be charged were annually agreed upon 
by these persons. The Supreme Court held that this law 
was not unconstitutional. In Budd v. New York} this 
decision was followed as to a somewhat similar law passed 
by the State of New York regulating charges of grain ele- 
vators, and limited in its operation to cities having over 
130,000 inhabitants, and still more recently, in Brass v. 
North Dakota,t as to a law of the latter State also regu- 
lating the charges of grain elevators. The principle that 
such regulations applied to a business in no way depend- 
ent upon the delegation of extraordinary powers or the 
grant of special privileges, and carried on, as was the fact 
in all three of the cases mentioned, by private individuals, 
are not in conflict with the Federal Constitution, may be 
deemed incontrovertibly established; but it is important 
to consider the nature and the basis of the power thus 
exercised, in order to determine its scope. 

Chief Justice Waite, in delivering the opinion of the 


*94 U.S. 113. t143 U. S. 517. $153 U.S. 3 
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majority of the court* in Munn v. Iilinois, argued, in 
brief, that the several States had all the powers of the 
English Parliament except such powers as were by the 
Constitution conferred upon the United States or pro- 
hibited to the States; that, from early times, regulations 
had been common as to hackmen, ferries, common car- 
riers, millers, bakers, wharfingers, innkeepers, and others; 
that the right of regulation extended to every use of 
property “affected with a public interest”; that “ prop- 
erty does become clothed with a public interest when 
used in a manner to make it of public consequence, and 
affect the community at large. When, therefore, one 
devotes his property to a use in which the public has an 
interest, he, in effect, grants to the public an interest in 
that use, and must submit to be controlled by the public 
for the common good”; that the business of storing grain 
in elevators was a public use of the property employed 
therein in the same sense as the business of a common 
carrier, ferryman, and the like; that the business was 
therefore subject to public regulation, and the expediency 
of such regulation was a matter exclusively of legislative 
discretion. Little was added to this reasoning by Mr. 
Justice Blatchford in delivering the opinion of the ma- 
jority ¢ of the court in Budd v. New York. The learned 
justice relied much upon the decision in the earlier case 
and its frequent approval since, and, without attempting 
to elucidate further the principles on which it was based, 
confined himself for the rest to an easily successful 
demonstration that the business of grain elevators was 
one of much importance to the public. 

It is unfortunate that Chief Justice Waite’s opinion in 
the leading case upon the subject should have been ex- 


* Waite, C. J., Clifford, Miller, Bradley, Swayne, Davis, and Hunt, JJ.; 
Field and Strong, JJ., dissenting. 

t Faller, C. J., Harlan, Gray, Blatchford, and Lamar, JJ.; Field, Brewer, 
and Brown, JJ., dissenting. 
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pressed in part in terms which seem to be convenient 
expressions of general ideas as to the policy which deter- 
mines or should determine legislation rather than enun- 
ciations of clearly defined principles of constitutional law, 
and in part, also, in statements to which no definite mean- 
ing can be attached. To describe a particular industry 
as “affected with a public interest,” and therefore subject 
to regulation, affords no clew by which to determine what 
the extent of the power is. To declare that a man who 
engages in such an industry makes “a grant” to the 
public of an interest in the property which he so employs 
is certainly, at most, only a figurative expression. Men 
who engage in an enterprise which has never before been 
the subject of legislative regulation obviously are not 
chargeable with any voluntary surrender to the public, or 
grant to it, of a right to interfere with the use made by 
them of their property. All that the phrase “a grant” 
of an interest in the property to the public in fact means 
is that, the public having a right to legislate so as to 
affect the property so used, that property by such use has 
come within the purview of such legislation. There is no 
acquiescence in the existence of such a right shown by 
the use of the property in the manner in question. There 
is no “grant,” in any legitimate sense of the word, by the 
owner. The introduction of such expressions tends to 
obscure the real issue and to embarrass accurate reason- 
ing. In like manner the expression “ practical monopoly,” 
which has been used, almost as a shibboleth, in some of 
the later cases as a test of the right of regulation, is not 
descriptive of any class of industries, but of circumstances 
which may at a particular time or in a particular place 
exist in any industry or occupation. Much trenchant 
criticism has been directed at the decisions in question 
founded upon the obvious insufficiency of these and simi- 
lar expressions as statements of rules of law. Mr. Justice 
Peckham of the New York Court of Appeals, in a dissent- 
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ing opinion delivered in the case of The People v. Budd * 
(the same case afterwards decided in the Supreme Court 
of the United States, and reported under the name of 
Budd v. New York), pointed out with unanswerable logic 
that the people at large were no more closely concerned 
with the business of grain elevators than with that carried 
on by the great dry-goods houses of A. T. Stewart and 
H. B. Claflin & Co., and that, if “it is the virtual monop- 
oly of the supply of the want that gives the public the 
right to regulate the price demanded,” that right arises 
not from the nature of the business, but from the condi- 
tions of its prosecution, and those conditions may arise in 
any industry. The sole physician, the sole baker, the sole 
tallow chandler, in a remote country village, each has a 
more absolute practical monopoly in that village than the 
owners of grain elevators in Chicago or New York; while 
great corporations like the American Sugar Refining 
Company, the Diamond Match Company, and the Stand- 
ard Oil Company have “ practical monopolies ” throughout 
whole States as absolute and touching the public as nearly 
as any shown in the reported cases on the subject.t 

It is impossible logically to discriminate between indus- 
tries and occupations on the ground that one is in its 
nature affected with a public interest and another not, or 
that one is in its nature the subject of a practical monop- 
oly and another not. Industries indeed vary, by degrees 
infinitely numerous and infinitely slight, in their impor- 
tance to the general public in communities of varying size, 
and in the facility with which competition can be carried 
on in them; but these differences are of degree, and not of 
kind. They are differences that may rightly be taken into 
account in considering the expediency of legislation, but 


#117 N. Y.1. 

tItis worthy of notice that in Budd v. New York, in which the idea of 
“practical monopoly ”’ was relied on, so far as the report shows, no combination 
to fix the rate of charges existed among the elevator owners. 
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cannot determine the power to legislate. That right ulti- 
mately rests, as Chief Justice Waite himself stated, quot- 
ing from his predecessor Chief Justice Taney, upon the 
‘powers of government inherent in every sovereignty, . . 
that is to say, . . . the power to govern men and things.” 
Whatever the historical explanation of the several in- 
stances of regulations cited by the learned chief justice, 
explanations which have often been stated at length by 
his critics, those regulations rested upon the views of 
public policy prevailing when they were established. The 
right to pass usury laws may be derived from the original 
illegality of charging interest; but that illegality was 
merely the expression of the public policy of the times, 
and, until it is shown that there is a constitutional restric- 
tion upon the several States preventing them from giving 
similar effect to the views of public policy that may now 
prevail, it would be possible to prohibit the traffic in any 
other article, or, as a condition of permitting its exercise, 
to impose limitations similar to the usury laws. The fun- 
damental defect in Chief Justice Waite’s opinion in Munn 
v. Illinois, a defect common also to many of the opinions 
delivered in the later cases, is that, from an over-cautious 
wish to avoid laying down a general principle of such far- 
reaching importance, he sought to show why the industry 
in question might properly be made a subject of regulation, 
overlooking the fact that the only question before the 
court was whether there was any reason why it could not 
be regulated. 

The historical precedents for such regulation are valu- 
able, as showing that a power of this nature is one of the 
attributes of sovereignty; but to draw from them a nar- 
row rule that the existence of such power arises from the 
presence of particular conditions, and to attempt to bring 
a case within that principle by showing the presence of 
those conditions, is a grave error. The only conditions 
that have been relied on to define the class of cases in 
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which the power to regulate exists are conditions relating 
solely to the expediency of regulation. The public inter- 
est in the business of storing grain, where no special privi- 
leges are enjoyed and no special powers are granted, is not 
different from that in any other industry. The storage of 
wool, the business of the great wool commission houses, is 
of as vital importance to those engaged in sheep-raising in 
Montana and Wyoming and to the manufacturers of wool- 
lens in the East as are the storage of grain and the busi- 
ness of the proprietors of grain elevators to the farmers of 
Nebraska and Dakota and to the consumers in New York 
and Boston. The business dealt with in the cases cited 
does not differ in kind from any other in this respect. It 
is not marked by any exceptional facility of forming com- 
binations to control prices. It does not require for its 
prosecution the employment of any extraordinary amount 
of capital. If, then, the right to regulate this industry 
exists, it must depend either upon a power so general as 
not to be affected by the presence or absence of the par- 
ticular conditions adverted to or upon the existence of 
those conditions in the particular instance in which the 
power is exercised. The existence of the right of regula- 
tion cannot be denied after the decisions in Munn v. Illi- 
nois and Budd v. New York. That it does not depend 
upon the particular circumstances of the case in which it 
is exercised was decided in Brass v. North Dakota. 

This case arose under a law of North Dakota analogous 
to those in the earlier cases declaring all grain elevators 
public warehouses, and requiring persons engaged in the 
business to give bonds and store grain at prices fixed by 
the statute. It was shown that there were in the small 
village of one hundred inhabitants, where the plaintiff in 
error did business, two elevators competing with his; that 
a warehouse of the character in question could be built at 
an expense of from fifteen hundred to five thousand dol- 
lars; that a building sufficient to store the crop of an 
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ordinary farm could be built for one hundred and fifty 
dollars ; that there was abundance of vacant land suitable 
for the purpose; and that in the State of North Dakota 
there were six hundred elevators owned by one hundred 
and twenty-five different persons, firms, or corporations, 
independently engaged in business. It was urged that, 
while the principle of Munn v. Jilinois and Budd v. New 
York might be sound as applied to great trade centres like 
Chicago and New York, it had no application to the case 
presented. The court, however, held the law constitu- 
tional. Mr. Justice Shiras, delivering the opinion of the 
majority,* said, “The considerations mentioned are ob- 
viously addressed to the legislative discretion.” “ When 
it is once admitted, as it is admitted here, that it is com- 
petent for the legislative power to control the business of 
elevating and storing grain, whether carried on by indi- 
viduals or associations, in cities of one size and in some 
circumstances, it follows that such power may be legally 
exerted over the same business when carried on in smaller 
cities and in other circumstances.” 

This decision places the doctrine upon a solid basis. It 
supports the right of the legislature as a matter of political 
discretion to assume the regulation of a business which, 
as a matter of public policy, it deems it desirable to regu- 
late. The former suggestions as to the right depending 
upon the business being affected with a public interest or 
constituting a practical monopoly are, in substance, re- 
pudiated, though tacitly. The state of facts existing in 
North Dakota, which alone could determine the authority 
of that State to act if the determination rested upon such 
considerations, showed nothing in the nature of a prac- 
tical monopoly, and no public interest except that existing 
in every employment in which a man deals with his fellow- 
men. The possibility of a different state of facts arising 

* Fuller, C. J., Harlan, Gray, Brown, and Shiras, JJ.; Field, Brewer, Jack- 
son, and White, JJ., dissenting. 
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at some future time does not distinguish the business in 
question from others. Industrial development of recent 
years has shown that combinations may be formed in any 
industry so as to create a “ practical monopoly.” Whether 
it is sought to rest the right of regulation on existing con- 
ditions or on the possibility of certain conditions existing 
in the future, there appears to be no distinction which 
would justify sustaining the regulations as to the industry 
in question and declaring unconstitutional similar regula- 
tions as to other industries. The decision in Brass vy. 
North Dakota, therefore, must be deemed to warrant the 
proposition that, so far as the Federal Constitution is con- 
cerned, each of the several States has authority to impose 
regulations, not in their nature open to other objections, 
upon such industries as in its discretion it thinks proper. 


II. 


If the power to regulate prices and charges, general as 
to the subjects upon which it may be exercised, is limited 
as to degree, such limitation must result from some con- 
stitutional prohibitiun. The Constitution of the United 
States is of limited scope. It does not profess, and was 
not designed, to prevent all possible unwise and unjust 
legislation. Except within the purview of its provisions, 
it does not affect the sovereign power of the several 
States or afford protection against oppressive acts, even 
when such acts are opposed to the conceptions of natural 
justice. It devolves upon those who seek to impugn the 
validity of a State law as unconstitutional to point out in 
what respect it violates the supreme law of the land. As 
was said by Mr. Justice Field, delivering the opinion 
of the court in a case involving the validity of a law im- 
posing special burdens on railroad companies in regard to 
maintaining fences: “It is hardly necessary to say, that 
the hardship, impolicy, or injustice of State laws is not 
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necessarily an objection to their constitutional validity ; 
and that the remedy for evils of that character is to be 
sought from State legislatures. Our jurisdiction cannot 
be invoked unless some right claimed under the Constitu- 
tion, laws, or treaties of the United States is invaded. 
This court is not a harbor where refuge can be found 
from every act of ill-advised and oppressive State legis- 
lation.” * 

The Constitution itself contains no provision restricting 
the power of the States as to such legislation. It has, 
indeed been contended that, where such legislation was 
applied to a corporation, it constituted a violation of a 
contract with the State embodied in the charter, and was 
thus brought within the provisions of Article 1, Section 
10. But this argument has been rejected by the Supreme 
Court, even when the charter contained no express power 
of amendment and repeal.t It was early decided that the 
first eight amendments did not limit the power of the 
States ;¢ and it may now be assumed that the power of 
the States in this respect is unlimited, so far as the Federal 
Constitution is concerned, unless restricted by the pro- 
vision of the Fourteenth Amendment, that no State shall 
“deprive any person of life, liberty, or property without 
due process of law, nor deny to any person within its 
jurisdiction the equal protection of the laws.” The ques- 
tion is, in fact, therefore purely of the construction and 
scope of that amendment. 

It cannot be successfully contended that regulations of 
trade, even if carried to the point of prohibiting an in- 
dustry, infringe the constitutional guarantee of liberty. 
Some State courts have indeed held that liberty includes 
the right to engage in any lawful pursuit without inter- 
ference; but this doctrine has never been laid down by 

* Missouri Pacific Railway Co. v. Humes, 115 U. S. 512, 520. 


tSee Ruggles v. Illinois, 108 U.S. 526. 
t Barron v. Mayor of Baltimore, 7 Peters, 243. 
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the Supreme Court of the United States, and it is clear, 
as shown by a recent writer in the Harvard Law Review,* 
that historically, and as a matter of sound construction, 
liberty in this connection signifies freedom from personal 
restraint. It is equally true that such regulations do not 
constitute a denial of the equal protection of the laws. 
The scope of the latter provision was considered by the 
Supreme Court in Barbier v. Connolly,t and was said to 
mean that equal protection should be extended to all 
under like circumstances; that no restraints or burdens 
should be put upon any one, except such as were imposed 
on others in the same calling and condition. If, therefore, 
the power of the States is restricted, it is because such 
regulations may, under certain conditions, amount toa 
taking of property without due process of law. 

Before considering whether such regulations can, under 
any circumstances, constitute a taking of property without 
due process of law, it is important to discriminate clearly 
between laws regulating certain uses of property and 
laws requiring property to be used for the benefit of 
others. If the legislature of a State should require all 
capitalists to lend money to any person furnishing secu- 
rity for the repayment of the principal, but forbidding the 
exaction of interest, it would be an example of a law of 
the latter class. But such legislation would differ widely 
from a usury law, even if the latter extended to prohibit- 
ing the taking of interest altogether; and, if the case first 
supposed should be deemed to constitute a deprivation 
of property, it would not follow that there was such a 
deprivation under a law fixing the rate of interest, how- 
ever low that rate might be. 

To render a State law invalid, as inconsistent with the 
provision of the Fourteenth Amendment now in question, 

*4 Hurvard Law Review, 365, ‘‘ The True Meaning of the Term Liberty,”’ 
by Charles E. Shattuck. 

#113 U.S. 27. 
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it must be shown that some right of property is infringed. 
It is clear that there is no right entitling a person to use 
his property for all purposes to which it is adapted, or 
even under all circumstances to use it for the only pur- 
pose for which it is adapted. A State may, in its discre- 
tion, absolutely prohibit at least certain uses of property, 
although by so doing the value of some property adapted 
only to that particular use, and devoted to it at a time 
when the business was perfectly lawful, is practically de- 
stroyed. The case of Mugler v. Kansas,* involved the 
constitutionality of a law of the State of Kansas which 
prohibited the manufacture and sale of intoxicating 
liquors, and declared that any property thereafter used 
for the purpose should be deemed a public nuisanée, and 
might be abated as such. It was shown by the plaintiff 
in error that he had, long previous to the passage of the 
law, invested a considerable sum of money in the erection 
of a brewery, and that for any other purpose the building 
and plant were of very slight value. The court} de- 
clared, however, that, although the law might cause se- 
rious injury to individuals, and greatly impair or even 
destroy the value of their property, it did not constitute a 
deprivation of property within the meaning of the Consti- 
tution, and that the legislature might prohibit the sale 
even of beer manufactured before the passage of the act. 
A similar question was presented in Powell v. Pennsyl- 
vania.~ That case arose under a law passed by the State 
of Pennsylvania making it a criminal offence to manu- 
facture and sell oleomargarine. The plaintiff in error was 
indicted for the sale of oleomargarine manufactured prior 
to the passage of the act. He offered evidence that the 
substance was wholesome and nutritious, and manufact- 
ured from proper materials by an unobjectionable process. 
This evidence was excluded, and he was convicted and 
sentenced. The Supreme Court of the United States § 
*123 U.S. 623. $127 U.S. 678. 


t Field, J., dissenting. § Field, J., dissenting. 
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decided that the law was constitutional, and that the evi- 
dence offered was rightly excluded. This decision was 
approved in the very recent case of Plumley v. Massachu- 
setts.* 

The Supreme Court of the United States has not been 
called upon to determine whether the right of prohibition 
exercised in these cases extends to all industries, or 
whether in some cases its exercise might amount to a 
deprivation of property without due process of law. It 
has frequently been said that these decisions rest only 
upon the right of every State, in the exercise of its so- 
called police power, to pass laws promoting the health 
and morals of its inhabitants, and that, while such laws 
are not within the prohibition of the Fourteenth Amend- 
ment, other laws no more injurious to individuals, but en- 
acted for a different purpose, would come within that pro- 
hibition. This doctrine involves a sharp discrimination 
between different objects of legislation that seems difficult 
to apply as a test of constitutionality. Judged by the 
effect upon property, it is, of course, immaterial whether 
injury is inflicted in promoting health and morals or in 
advancing the public welfare otherwise. In either case 
the value of the property affected is alike impaired. The 
power of the State to protect and promote the public 
health and morals is a part of its general power to pro- 
mote the public welfare. The “police power” is but a 
convenient name for describing the general right inherent 
in every sovereignty to regulate its domestic affairs. Mr. 
Justice Barbour, delivering the opinion of the court in the 
case of New York v. Miln,t declared the law to be “ that 
a State has the same undeniable unlimited jurisdiction 
over all persons and things, within its territorial limits, as 
any foreign nation ; where that jurisdiction is not surren- 

*155 U.S. 461. (Harlan, Gray, Brown, Shiras, and White, JJ.; Fuller, 
C. J., Field and Brewer, JJ., dissenting.) 

T11 Peters, 102. 
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dered or restrained by the constitution of the United 
States. That, by virtue of this, it is not only the right, but 
the bounden and solemn duty, of a State to advance the 
safety, happiness, and prosperity of its people, and to pro- 
vide for its general welfare, by any and every act of legis- 
lation, which it may deem to be conducive to these ends; 
where the power over the particular subject, or the man- 
ner of its exercise is not surrendered or restrained, in the 
manner just stated. That all those powers which relate 
to merely municipal legislation, or what may, perhaps, 
more properly be called internal police, are not thus sur- 
rendered or restrained; and that, consequently, in rela- 
tion to these, the authority of a state is complete, un- 
qualified, and exclusive.” In like manner, in the later 
case of Barbier v. Connolly,* Mr. Justice Field, deliver- 
ing the opinion of the court, declared that “neither the 
[fourteenth] amendment — broad and comprehensive as it 
is —nor any other amendment, was designed to interfere 
with the power of the State, sometimes called its police 
power, to prescribe regulations to promote the health, 
peace, morals, education, and good order of the people, 
and to legislate so as to increase the industries of the 
State, develop its resources, and add to its wealth and 
prosperity.” 

It is not easy to perceive, in view of these principles, on 
what ground that class of laws, designed to promote 
health and morals, is to be distinguished, in the matter 
now under consideration, from other laws designed to pro- 
mote the public welfare in other directions. The only 
sanction for the former, when they injuriously affect pri- 
vate interests, would seem to be the supremacy of the 
public interest, and that sanction equally justifies the 
latter class. If, then, public welfare is established as 
a test of constitutionality,— and no other test seems logi- 
cally possible,—the determination of the constitutional 


#113 U.S. 27. 
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question depends upon the question of public policy. This 
results in throwing upon the courts the burden of review- 
ing the decision of the legislature upon a question prima- 
rily political, of determining whether the public welfare 
calls for a particular measure in order to decide whether 
that measure is constitutional. 

If the right of a State to carry its regulations so far as 
to prohibit a trade or industry, except when designed to 
protect the public health and morals, is denied, another 
and perhaps even more difficult question arises. The 
arguments already adduced show that there is no right of 
property which implies freedom from all legislative regu- 
lation upon prices and charges. If a State may impose 
regulations of this sort upon all kinds of industry, but is 
prevented from carrying such regulations to the extent of 
prohibition, it becomes necessary to determine at what 
intervening point the regulation infringes upon a right of 
property. Those who deny the full authority of the State 
fix the limit at the point when the regulation ceases to be 
“reasonable,” and in substance assert the existence of a 
right to deal with property, when not lawfully prohibited, 
subject only to “reasonable” regulations of price, and 
maintain that any infringement of this right is a depriva- 
tion of property without due process of law, thus raising 
for judicial determination the question of what are reason- 
able regulations. 

The Supreme Court of the United States has not yet, it 
is believed, definitely decided that it can review the deter- 
mination of a State legislature as to what are reasonable 
rates, and declare a State law unconstitutional because it 
fixes rates that are unreasonable. Individual members of 
the court have undoubtedly used language supporting 
such a position, even when delivering opinions sustaining 
the validity of such laws. Chief Justice Waite, in the 
“Granger Cases,” intimated that regulations might extend 
so far as to impair rights of property, and repeated this 
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suggestion in Spring Valley Water Works v. Schottler;* 
while in Stone v. Farmers’ Loan and Trust Co.,+ a case 
sustaining a law of Mississippi establishing maximum rates 
for railroad companies, he observed that “the power to 
regulate is not a power to destroy, and limitation is not 
the equivalent of confiscation.” His remarks were not, 
however, necessary to the decision in these cases, and ap- 
pear to indicate rather a cautious desire to avoid laying 
down a principle more broad than the facts required than 
an intention to define more precisely the limits of legis- 
lative power. On the other hand, in Dow v. Beidelman,t 
the court sustained a law of Arkansas fixing a maximum 
schedule of rates for passenger traffic, although it was 
shown that upon the railroad in question the earnings 
of the company at those rates on its existing traffic would 
be reduced so as to yield only two per cent. on its bonded 
debt, and only one and a half per cent. on the original 
cost of the road. Mr. Justice Gray, delivering a unani- 
mous opinion, made the significant statement that the 
court had “no means, if it would, under any circumstances 
have the power, of determining that the rate of three 
cents a mile fixed by the legislature is unreasonable.” In 
Budd v. New York the statute drawn in question, besides 
fixing a maximum charge for storage, prohibited any 
charge for trimming the grain and shovelling it to the leg 
of the elevator, operations incident to its storage, except 
the actual cost of the labor; yet the court held this to be a 
valid provision. So in Brass v. North Dakota the statute 
required the owner of the elevator to insure all grain for 
the benefit of his customers without extra charge; and of 
this provision the majority of the court said that it might 
be burdensome, but was not a violation of the Constitution. 

The case of Chicago, Milwaukee g St. Paul Railway 
Co. v. Minnesota § has often been referred to as directly 

*110 U.S. 347. $125 U. S. 680. 
+116 U. S. 307. § 134 U. S. 418. 
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supporting the proposition that the reasonableness of rates 
fixed by State legislation is a judicial question, and that a 
law which is deemed to fix rates unreasonably low will be 
declared unconstitutional. A careful reading of that case, 
however, in connection with the references to it in subse- 
quent cases, leads to the conclusion that the court did not 
in fact intend to lay down such a principle. The case 
arose under a law of the State of Minnesota creating 
a railroad commission, with authority to investigate the 
rates charged by carriers, and, in case such rates were 
found to be unequal or unreasonable, to establish a tariff 
and by mandamus proceedings compel its adoption by car- 
riers. Upon such proceedings brought pursuant to the 
act the Supreme Court of Minnesota held that, upon the 
proper construction of the law, the question of the reason- 
ableness of the rates fixed was not open to judicial investi- 
gation, but enforced the tariff fixed by the commission. 
A writ of error was taken to the Supreme Court of the 
United States, which decided that adopting, as it was 
bound to do, the construction put upon the act by the 
State court, the law was unconstitutional. The opinion 
of the majority of the court,* delivered by Mr. Justice 
Blatchford, went upon the ground that the commission 
was empowered to fix the rates conclusively, and that the 
provisions for doing so did not constitute due process of 
law. Mr. Justice Miller delivered a concurring opinion, 
adopting the position that neither the legislature directly 
nor a commission created by it could arbitrarily fix rates 
unreasonably low or high, and that a law allowing no 
appeal to the judiciary to determine the question of 
reasonableness was invalid. Mr. Justice Bradley, with 
Mr. Justice Gray and Mr. Justice Lamar, dissented on 
the ground that the legislature had authority to declare 
conclusively what rates were reasonable, and could dele- 
gate the power to the commission. The court undoubt- 


* Fuller, C. J., Field, Harlan, Blatchford, and Brewer, JJ. 
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edly assumed that the proceedings under the statute might 
constitute a deprivation of property without due process 
of law; but, while the court tacitly made this assumption, 
the only point considered appears to be the right of the 
legislature to delegate its authority to fix rates. That this 
was the question to which the mind of the court was di- 
rected appears from the reference made to the decision in 
the later case of Budd v. New York. Mr. Justice Blatch- 
ford, who also wrote the opinion of the court in the latter 
case, there stated that the doctrine laid down in Chicago, 
Milwaukee § St. Paul Railway Co. v. Minnesota was with 
reference to charges fixed by a commission, and had no 
application to rates fixed by the legislature itself, and that 
what was there said “as to the question of the reasonable- 
ness of the rate of charge being one for judicial investiga- 
tion had no reference to a case where the rates are 
prescribed directly by the legislature.” Whether the 
distinction thus taken will, on further consideration, be 
adhered to need not be discussed ; but the statement of the 
learned justice as to the scope of the earlier decision 
appears to show that at least the court is not prepared to 
assume the duty of revising the conclusion of the legisla- 
ture upon a question depending upon the view taken of 
what public policy requires. 

In the case of Chicago ¢ Grand Trunk Railway Co. v. 
Wellman* an attempt was made to overthrow a law of 
the State of Illinois fixing a maximum rate; but the court 
declared that the evidence was insufficient to show that 
the rates fixed were unreasonably low, and that, moreover, 
the suit appeared to be a friendly one, brought only to 
test the constitutionality of the law for the benefit of the 
corporation. 

In the most recent case dealing with such laws, Reagan 
v. Farmers’ Loan ¢ Trust Co.,¢ the court was not called 
upon to pass on the question of reasonableness of rates 





*143 U.S. 339. 1154 U.S. 362. 
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fixed by a State statute. That case arose under a law of 
the State of Texas creating a railroad commission with 
power to fix rates. The sixth section of the act provided 
that any person interested might, by proceedings in a 
court in Travis County, Texas, call in question the rates 
fixed by the commission. The Farmers’ Loan & Trust 
Company, as trustee under a mortgage of the International 
& Great Northern Railroad Company, began such proceed- 
ings in the Circuit Court of the United States sitting at 
Austin, in Travis County; and that court held the rates 
fixed unreasonable. This decision was affirmed by the 
Supreme Court on appeal. The court said that, in enter- 
taining the suit, the Circuit Court was “ only exercising 
a power expressly named in the act creating the commis- 
sion,” and that, in upholding the jurisdiction of that court 
to determine the reasonableness of the rates, it was not 
necessary to “rest on the general powers of a Federal 
court in this respect, for in the act before us express 
authority is given for a suit against the commission to 
accomplish that which was the specific object of the pres- 
ent suit.” Mr. Justice Brewer, who delivered the opinion 
of the court, did indeed express views as to the power of 
the courts to declare unconstitutional laws fixing unrea- 
sonably low rates, in accordance with the principles unsuc- 
cessfully advocated by him in his dissenting opinions in 
Budd v. New York and Brass v. North Dakota. These 
views, however, were, as appears by the language above 
quoted, obiter dicta; and it is not too bold, perhaps, to 
conjecture that, had they been called for by the case 
presented for decision, the opinion of the court would not 
have been unanimous. 

Although for the reasons set forth the case of Reagan 
v. Farmers’ Loan & Trust Co. does not decide that a 
statute may be declared unconstitutional, as fixing rates 
unreasonably low, it is of the highest importance, as indi- 
cating the class of considerations to be taken into account 
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in determining what rates are reasonable where the court 
properly has that question before it. Those considera- 
tions as presented in the case before the court are con- 
veniently summarized by Mr. Justice Brewer in the 
following statement: “ But we do hold that a general 
averment in a bill that a tariff as established is unjust 
and unreasonable, is supported by the admitted facts that 
the road cost far more than the amount of the stock and 
bonds outstanding; that such stock and bonds represent 
money invested in its construction; that there has been 
no waste or mismanagement in the construction or opera- 
tion; that supplies and labor have been purchased at the 
lowest possible price consistent with the successful opera- 
tions of the road; that the rates voluntarily fixed by the 
company have been for ten years steadily decreasing until 
the aggregate decrease has been more than fifty per 
cent.; that under the rates thus voluntarily established, 
the stock, which represents two-fifths of the value, has 
never received anything in the way of dividends, and that 
for the last three years the earnings above operating 
expenses have been insufficient to pay the interest on the 
bonded debt, and that the proposed tariff, as enforced, will 
so diminish the earnings that they will not be able to 
pay one-half the interest on the bonded debt above the 
operating expenses.” Other considerations not presented 
by the facts before the court, suggested by the learned 
justice as possibly affecting the question, are extravagant 
expenditure, wasteful management, “enormous ”’ salaries, 
injurious discriminations, a cost of construction far in 
excess of present value, unwise location of the line, and 
“many other matters affecting the rights of the com- 
munity in which the road is built as well as the rights of 
those who have built the road.” 

The principles thus laid down by Mr. Justice Brewer 
were applied by him, sitting in the Circuit Court of the 
United States for the District of Nebraska with Judge 
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Dundy, in the cases reported under the name of Ames v. 
Union Pacific Railway Company * decided in November, 
1894. Those cases arose under the Nebraska law of 1893 
prescribing maximum rates for the transportation of 
freight wholly within the State. They were suits brought 
to restrain the State officials from enforcing the law on 
the ground that the rates fixed were unreasonably low. 
The learned justice briefly declared that there could be 
no doubt of the jurisdiction of the court and its duty 
to protect private rights from invasion by State legisla- 
tion in any form, and proceeded to consider the question 
of reasonableness, than which, as he justly observed, “no 
more difficult problem can be presented.” To reach a 
conclusion, he investigated in detail the original cost of 
construction of the roads affected, the probable present 
cost of such construction, the amounts of bonds and 
stock outstanding, together with masses of statistics 
showing for different years the amount of local freight 
traffic and the total amount of traffic in the State, the 
proportion of expenses and receipts chargeable to each, 
and the estimated effect of the reduction in rates. Reach- 
ing the conclusion that the rates fixed were unreasonable 
in view of existing conditions, the court restrained their 
enforcement, adding the remarkable proviso that the State 
officials might at any time call for a reinvestigation of the 
question of reasonableness. 

Such investigations as are required by the doctrines laid 
down in the last two cases cited may well be deemed 
hardly to fall within the scope of ordinary judicial func- 
tions. They involve matters largely of technical man- 
agement and business administration, and the decision 
reached turns largely upon questions of political economy 
and public policy. If the same principles are to be 
applied in all cases of regulation of prices or rates by 
legislative action, the duty is thrown upon the courts of 


* 64 Fed. Rep, 165. 











330 QUARTERLY JOURNAL OF ECONOMICS 


inquiring into the conditions and requirements of every 
industry so affected, and even, it would seem, of every 
concern engaged in that industry; while, if the course of 
Mr. Justice Brewer in the Nebraska cases was followed, 
the constitutionality of a law regulating rates might be 
intermittent, the periods of its enforcement and suspen- 
sion depending upon the result of successive judicial 
inquiries and the fluctuations of industrial prosperity. 


The foregoing review of the decisions of the Supreme 
Court shows, it is believed, that as yet no definite position 
has been taken with reference to the question now under 
discussion. The court has not yet been called upon to 
determine that the Fourteenth Amendment has restricted 
the power of a State, either to fix in its discretion the 
prices or rates that may be charged in any industry or to 
prohibit the prosecution of any industry. It has decided 
that in certain cases a State may still prohibit the use of 
property for certain purposes, although such prohibition 
virtually deprives property already embarked in such 
enterprises of its value; and it has decided that a State 
may still impose some restriction on the amount of prices 
and rates when, in the judgment of the legislature, the 
public welfare so requires. In each case the power of the 
State rests upon its right to promote the public welfare; 
and it is not easy in either case to perceive on what 
ground the right of the State is to be limited, unless the 
judiciary may review and reverse the opinion of the legis- 
lature as to what the public welfare requires. 

With the growing tendency to impose such legislative 
regulations, these questions must soon be presented to the 
Supreme Court for decision. It is impossible to predict 
with certainty how they will be dealt with. The magni- 
tude of the injuries that may be caused by unwise regula- 
tions of great industrial enterprises like the railroads, and 
the essential hardship of inflicting such losses upon those 
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who have invested in such property, are strong influences 
in favor of such a construction of the Fourteenth Amend- 
ment as will offer protection against State action. So 
strong has become the tendency with many persons to 
seek such protection in the Federal Constitution that it 
will seem to them almost sacrilegious to deny its exist- 
ence; but it is not to be forgotten that, although legisla- 
tion imposing limitations on prices and rates may well 
be oppressive, and to protect individuals from such oppres- 
sion is an important object, yet the Federal Constitution 
was not designed primarily to afford such protection as 
against the State governments except within very narrow 
limits. If such protection is required in any State, it 
denotes a failure of popular government, and an evil more 
menacing than the mere present injury to individual 
rights. 

Under our government, constituted as it is, the stability 
of the nation and the preservation of the Union are in 
no small measure dependent upon the peculiar structure 
of the organic law by which the municipal relations of 
persons are controlled by local sovereignty. The widely 
divergent conditions prevailing in different sections of the 
country create conflicting views of public policy, which 
render dangerous any attempt to regulate local affairs by 
national authority. Still more dangerous is a doctrine 
which establishes the federal courts as arbiters upon ques- 
tions of policy arising within the several States. The 
task of reviewing the decisions of a co-ordinate depart- 
ment of the state is for the judiciary always a delicate 
one. Every conflict between the courts and the legislat- 
ure is a strain upon the fabric of government, and every 
interference by the former to restrain the latter promotes 
irresponsibility in legislators and relaxes the vigilance 
which ultimately must be the sole reliance of those inter- 
ested in preventing unwise legislation. It is possible that 
under the amendment acts of injustice inflicted by State 
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statutes become a deprivation of property without due 
process of law, if opposed to the judicial view of public 
policy; that the several States are subjected to a super- 
visory power as to municipal affairs radically different 
from their position as conceived by the framers of the 
Constitution ; that the framework of our government has 
been changed far more than was necessary to realize the 
fruits of the Civil War. But, before advocating such a 
conclusion, it may be well to consider whether the estab- 
lishment of such a power in the judiciary and the accom- 
plishment of such a change in our scheme of government 
are not fraught with evils more permanent and less easily 
cured than those which it is hoped to remedy by such 


measures. 


WILLIAM H. DunBAR. 











ARISTOTLE’S DOCTRINE OF BARTER. 


THERE is a passage in the 11th chapter of the Ist book 
of the Politics which has occasioned no little perplexity to 
translators and commentators. It is that in which, after con- 
trasting — as he has repeatedly done before in slightly differ- 
ent terms—Chrematistic in its most proper form and the 
Chrematistic of Trade, he goes on: — 

tpirov de eldos xpynyatiorixns peragd tavrns Kal THs mpwrns (Exe 
yap xai THs Kata pvow Tt pépos Kal THs peraBAntiKHs) doa dard yas 
kal Tv ard yas ywouévwy dxdprov pev xpynoipwv Sé, olov tAoropia 
T€ Kal waoa petraddevTiKy. airy Se roAAa HOn mepteiAnde yévn, 
TOAAR yap «dy Tav éx ys peradAdrAcvopevwn éeoriv.* 


Jowett translates this as follows : — 


There is still a third sort of money-making, [a not very satisfactory 
translation of ypyatiorixy] intermediate between this and the first, which 
is partly natural, but is also concerned with exchange of the fruits and 
other products of the earth. Some of these latter, although they bear no 
fruit, are nevertheless profitable; for example, wood and minerals. The 
art of mining, by which minerals are obtained, has many branches; for 
there are various kinds of things dug out of the earth.t 


It is not easy to see from this wherein consists the inter- 
mediate character of the kind of Chrematistic here described. 
In his introductory abstract,¢ to which we naturally turn next, 
Jowett gives the sense of the argument thus : — 

The practice of money-making [let us use rather the non-committal 
“Chrematistic’’] has many branches: the knowledge of live stock, till- 
age, planting, the keeping of bees, fish, poultry,—all these are legitimate. 
The illegitimate are (1) commerce, of which there are three subdivisions, 
— commerce by land, commerce by sea, and selling in shops; (2) usury; 
(8) service for hire, skilled and unskilled. There are also arts in which 
products of the earth, such as wood and minerals, are exchanged for 
money: these are an intermediate kind. 

*The usual punctuation is here retained. Upon the parenthesis see the let- 
ter of Professor Goodwin at the end of this paper. 

t The Politics of Aristotle (1885), i, 20. 

+ Introduction, xxv. 
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This seems to suggest that their intermediateness consists, 
either in exchange for money, or in the exchange for money 
of direct products of the earth. But this would seem to make 
it necessary to suppose that by “commerce” — (éuropia), a 
distinctly illegitimate form of Chrematistic— Aristotle meant 
either the exchange for money of things which were no¢ direct 
products of the earth —i.e., only of manufactured goods — or 
the exchange of natural products for something else than 
money ; neither of which suppositions appears tenable. 

In the “Synopsis of the Various Divisions of x«ryrix7,” 
in the Notes,* another view seems to be taken. There 
bAoropia and peradAcvrixy are themselves given as examples of 
% peragv; and this, when reproduced in English by Professor 
D. G. Ritchie in his article on “ Aristotle,” in Mr. Palgrave’s 
Dictionary of Political Economy, appears thus : — 


given 


(2) Intermediate. 
(a) wood-cutting. 
(b) mining. 
But, with all respect for Aristotle’s subtlety of distinction, it 
is hard to believe that he could have thought “ wood-cutting” 
less natural than the keeping of flocks or agriculture. 

Mr. W. L. Newman does not venture on any definite inter- 
pretation, and freely expresses his perplexity. The whole 
chapter, he says, is one “differing both in matter and manner 
from the chapters which precede and follow it, and for which 
we can hardly be said to have been prepared in advance.” ¢ 
“The account given of ypyyariorixy in c. 11 differs in 
many respects from that given in cc. 8-10. Three kinds of 
xpypariorixy are now distinguished, not two only as before,— 
the natural kind, } peraBAnrixy, and a kind midway between 
the two of which we have heard nothing in cc. 8-10.” t 
And, when he reaches rpérov dé eldos, «.7.A., he remarks: “ How 
can this kind be said to possess any of the characteristics of 
peraBAyrixn? Probably because, though the commodities it 
acquires are acquired from the earth, it does not seek wealth 
dri tav Kaproév kai tov fawy (1258 a. 38), but seeks it 

*Vol. ii. pt. 1, p. 35. t The Politics of Aristotle (1887), ii. 196. 
¢ Idid., 197. 
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from things dxapwa pév xpyowa dé, such as timber trees.” * 
Here the distinction is made to depend on the absence of 
life in the things sought for. This is certainly not so satis- 
factory an explanation as to make it useless to look further. 

On reading over the first book of the Politics lately to 
get the general economic doctrine of the master, it has been 
borne in upon the present writer that there is at least a pos- 
sibility that the chapter does not indicate any substantial 
change of ground; that it is possible that, after all, Aristotle 
is but doing here what is so characteristic of his method,— 
repeating in a somewhat different form an idea already pre- 
sented. 

Aristotle has been concerned in the three previous chapters 
to define the relations between Chrematistic (the art of acqui- 
sition) and Economic (the art of household management). 
He seeks to do this by distinguishing between different kinds 
of Chrematistic; and in chapters 8 and 9 he makes two at- 
tempts, from slightly different points of view, to explain 
wherein the difference consists. 

In chapter 8 he tries to reach the distinction for which he 
is searching by directing attention to the various ways in 
which men provide themselves with food. He points to 
shepherds, hunters (among whom he reckons, oddly enough, 
pirates), and fishermen, and to that greater number who get 
their livelihood from the soil and from the crops or “ fruits ” 
produced by its cultivation (d76 rijs ys xal rOv jpépwv Kaprov, 
1256 a. 39). Such modes of life—he sums up— have, as 
their common property, a direct personal effort (to ob- 
tain subsistence): f they do not secure food by barter and 
trade. It is the absence of intermediaries which distin- 
guishes them. And it is evidently to these he is alluding 
when, towards the end of the chapter, he concludes that 


* The Politics of Aristotle (1887), ii. 202. 

+ oi pév obv Biot tooctra ayeddv sit, boo ye abtégutov Exovot TH épyaciay. 
For this difficult passage Jowett gives two alternative translations : ‘‘ whose in- 
dustry is employed immediately upon the products of nature” and “ whose labor 
is personal” (i. 13). Mr. Newman (ii. 171) suggests “lives whose work is self- 
wrought” and not achieved with the help of others. Aristotle is clearly thinking 
of direct action upon nature; but the stress of the argument would seem to lie 
on the directness. Professor W. W. Goodwin has since suggested to me the 
translation “ who deal personally (i.e., at first hand) with Nature in their work.” 








336 QUARTERLY JOURNAL OF ECONOMICS 


“there is, then, one kind of Chrematistic which is according 
to nature and a part of Economic.” 

He proceeds to strengthen this conclusion by a consideration 
of another kind. “A store of things necessary for life and 
serviceable for the association of the household or state ” (as 
the case may be) “must either exist beforehand or be pro- 
vided.” (Notice, in passing, the use of ypyoipwv in Oycavpic- 
pos xpnudrwv mpds Conv dvayKxaiwv Kai xpyoipwv eis Kotvwviay woAEws 
} oixias.) “This seems to constitute true wealth. For a suffi- 
ciency of property of this kind, for the purposes of a good life, 
is not a limitless thing. The tools [or implements] of no art 
are unlimited in number and size; and wealth is simply a col- 
lection of tools for the purposes of the family or state.” 

If, then, he goes on in chapter 9, there is a kind of acquisi- 
tion (using here the more general term xryrixy) which is in 
accordance with nature, how about that other sort — for which 
people commonly and properly use the term Chrematistic in a 
narrower sense — which has led men to think that wealth and 
property are limitless? The criterion he has already used — 
the consideration whether or not men directly supply their own 
wants by their own exertions— may be enough, he seems to 
think, to explain the nature of natural acquisition. But, 
to understand the unnatural, a further consideration is needed. 
Accordingly, he points out a new method of approach by 
means of a distinction between “the twofold use” (d:rr} 7 
xpiots) of goods;* as of a shoe, for wear and for exchange 
(ueraBAnrixy). These uses he distinguishes as “proper” and 
“not proper” (7 pév oixeia 7 5° ov« oixeia),— terms to be kept in 
mind. He proceeds to explain how the latter arises out of the 
former. First there comes into existence a primitive barter 
(} ddAayy), in this wise : — 

In the very beginning, in the first family community, every- 
thing was in common. But, as this earliest community broke 
up, it came to pass that after a time some had what others 
lacked, and vice versa.t “And of these they had to make 


* Commonly, though not quite satisfactorily, explained as identical with the 
modern distinction between “ Value in Use” and “ Value in Exchange.” 


t This seems to be the sense, either of the passage as amended by Bernays by 
the insertion of repo: before érépwy, or of the first of the two versions of Jowett, 


ii. 28. 
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transfers from one to the other (ras peraddces), according to 
their needs, as many of the barbarous nations still do by 
way of barter. Such nations barter ypyowa for one another, 
and for nothing else; for instance, giving and receiving oil for 
corn, and the like. This kind of exchange” (} pév rowvry 
peraBAntixy,— he cannot help calling it peraBAnrixy) “is not 
against nature (apa pvowv), and is not a variety of Chrematis- 
tic (in the bad sense), since it is for the filling-up of that 
sufficiency which is according to nature” (cis dvarAjpwow yap 
THs Kata piow adrapxeias jv,— the making-up of that full equip- 
ment of the household with the necessary implements of the 
art of oixovoysxy which he has just explained to be “true 
wealth”). But, he says, it is easy to understand (xara Adyov) 
how out of this kind of exchange the other kind arose. To 
meet the difficulty of transporting (even) things naturally 
necessary, the device of money was resorted to. “And, when 
coin had been discovered, out of this really necessary barter 
(& ris dvayxaias dd\Aayjs, 1257 b. 1) arose the chaffering of 
the market (rd xampAxdv).” And soon money itself came to 
be sought; and, as there seems to be no limit to the accumula- 
tion of money, the trade that hereupon arises disregards that 
limitation which he regards as of the essence of true wealth, 
and so becomes unnatural. 

Passing over chapter 10, where Aristotle pauses to consider 
whether the commendable form of Chrematistic is a part of 
the householder’s art or a prerequisite or necessary auxiliary, 
we come at last to chapter 11; and this may now, perhaps, 
appear to be but a restatement in brief, and in somewhat 
different formule, of the position already maintained. First 
there are the really serviceable (xpyoi~a) parts of Chrematistic. 
There is the knowledge of live stock; and then there are hus- 
bandry and bee-keeping, and the keeping of fish and birds, 
etc. These are varieties of Chrematistic in its most proper 
form (rijs oixeordrys xpnuariortxis). Aristotle is here repeat- 
ing the thought of chapter 8, as to the different ways in which 
the various nations of men obtain their subsistence, but with a 
difference. There he was “surveying mankind from China to 
Peru”: here he is laying down principles to guide his own 
Athenian hearers. He begins the chapter by remarking that 
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he had said enough about the theory, and that it was time to 
come to practice. This may explain why the two lists of oc- 
cupations are not quite identical. Piracy, for instance, when 
he surveyed mankind at large, he had to recognize as one of 
the forms of direct acquisition; but, now that he is addressing 
the Athenians of his own time, he can safely leave it out. 
And not only is he repeating the thought of chapter 8, but 
oixaordry seems to refer to the thought of chapter 9. These 
commendable forms of Chrematistic, he hints, are marked not 
only by direct acquisition from nature, but also by personal 
use of the things acquired. 

Then follow the varieties of the unnatural Chrematistic, 
of Exchange (4 peraBAnrixy), as it is called here; (1) “Com- 
merce (including commerce by sea, commerce by land, and 
the business of the warehouseman or shopkeeper); (2) usury ; 
and (8) service for hire.” Here he is but amplifying and 
illustrating, with an eye to actual conditions, what he has 
before spoken of by the slighting term xamyA:xj (not neces- 
sarily “retail trade” in the modern sense, but “the chaffering 
of the market,” or “trade” with the English aristocratic 
inflection of contempt). And so at last we come to our pas- 
sage; and of that a not unnatural explanation would seem 
to be found in the supposition that what Aristotle has in his 
mind is nothing more nor less than the primitive and strictly 
necessary Barter, before the introduction of a currency, which 
he has already described in chapter 9. We might translate 
it, “The third kind of Chrematistic” (he either forgets to 
mention that it is Barter he is referring to, or trusts to the 
quick wits of his readers to supply the idea) “is midway 
between this” (improper form) “and the first. It is on 
one side according to nature, and yet it belongs on another 
side to exchange. It has to do with products of the soil” 
(reverting to his language in chapter 8, 1256 a. 39), “and 
with products of things that come from the soil which are 
serviceable although they are not (strictly speaking) fruits.” 
His thought goes back to what he had said in chapter 8 
about those who lived azo rijs ys -..Kal TOV pyéepwv Kaprav. 
It occurs to him, in passing, that he may have been understood 
in the previeus chapter to limit necessary barter to fruits of 
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the soil; and so he thinks it worth while to add that things 
may be xpyowpa (serviceable), and therefore the acquisition of 
them, for the real needs of the household, through barter, 
will be according to nature, although they are not fruits or 
crops produced by cultivation. And then, parenthetically, he 
says in effect, “I need only remind you [of what we get from] 
the lumberman’s craft and the whole metallurgic art.” With 
a passion for completeness, he is not content unless he can 
add still further, sub-parenthetically, “Of course there are 
many branches of metallurgy, for there are a good many 
kinds of mineral taken out of the earth.” 

In this view, tAorouia and peradXAevtixy are simply illustra- 
tions of the fact that things may come out of the earth and 
yet be serviceable, although they can hardly be called “ crops.” 
But it is not these arts themselves that he regards as inter- 
mediate forms of Chrematistic, but the (unexpressed) Barter 
of things really serviceable for the household, whatever they 
may be. 

There is, indeed, a difference of formulation between chapter 
9 and chapter 11 in respect to Barter,—if we suppose it is 
Barter that is here meant; but it is a difference that only 
the more clearly brings out Aristotle’s view. In chapter 9 
he called it a sort of exchange (7 rowtrn peraBAnrixy), but 
judged it to be “not against nature,” since men thereby 
only supplied their real needs, and there was no limitless 
thirst for money. But he evidently regards it with regret, 
as inevitably bringing about the use of money which leads 
to the mercantile lust for lucre. And now, by a slight and 
very natural rearrangement of his scheme, he speaks of it as 
intermediate. It is, in a way, a form of trade, and trade on 
the whole is bad. On the other hand, it has to do with the 
acquisition, not of limitless quantities of money, but really of 
things serviceable; and so it is “in part according to nature,” 
The essential thought is exactly the same. 


The following table is presented in further illustration of 
the classification here maintained. It will be seen that it 
differs in several points from that in Jowett, ii. 35. 
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My distinguished colleague, Professor W. W. Goodwin, 
who has had the kindness to look over this paper in MS., and 
to discuss it with me subsequently, has sent me the letter 
which by his permission is now printed below. 


W. J. AsHrey. 





CAMBRIDGE, March 18, 1895. 


Dear Professor Ashley,—I think no apology is needed for changing 
my mind about the puzzling passage in Aristotle’s Politics, I. 11, 4, 
when a most learned Aristotelian like Susemihl, who has devoted much 
of his life to Aristotle, and has edited the Politics four times, can give 
us no more satisfaction than he does in his last note on the passage. 

I despair of finding any interpretation which will give oa in line 29 
any construction which can be fully justified grammatically. Bernays’s 
emendation, ovca, does not help matters; and, though I strongly suspect 
a defect or corruption in the text, I have no addition or change to sug- 
gest. It seems to me more and more evident, after repeated study of 
the four chapters (8-11), that in some way the whole clause 4ca... 
petadAcvrixh (lines 29-81) must be made to depend on the verbal force of 
peraBAntixpe (line 29), and must denote the various things which are 
exchanged (by simple barter, or perhaps through the help of money) for 
other things useful in the household. Lines 12-21 relate to what is 
strictly oixecoratn ypnuatioruch (line 20), which has been described in chap- 
ter 8, including all that man gets by dealing with nature at first hand (the 
avréguror épyaciav of 8, 8), but excluding even barter, which would not 
be needed in the primitive household, where all things were in common 
(9, 5). Then lines 21-27 relate to regular trade, which has no connection 
with olxovouia, consisting of commerce, usury, and labor for hire, which 
had been discussed in parts of chapters 9 and 10. Lastly, in lines 27-31, 
he mentions a third kind of ypyyarTioruy, intermediate between the two 
others and partaking of the nature of both. This, he says, has two parts. 
One part belongs to the strictly natural form of xeyyariorux, inasmuch 
as it derives its material directly from the earth and from nature. The 
other part belongs to the trading species, and consists of exchanging for 
other commodities (ueraBAnrixic) the direct fruits of the earth (dca ard 
yc), and also those products of the earth (tav ard )7¢ ywouévor) which, 
though they are not fruits, are yet commodities, like timber and metals. 
If you ask me how I get this out of the Greek, I must say that I could 
not do it if I were interpreting Demosthenes or Plato; and I doubt 
whether it can be done with the present text without emendation. The 
construction would have to be yeraBAyrinie (tocobTwr) boa ard yij¢ Kai TOV 
ard yijc¢ yevouévwv, with the two genitives depending on peraBAnrixijc. 
This may possibly pass in Aristotle. I think you are undoubtedly right in 
thinking that there is no mention of exchanging the products of the earth 
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in the account of either the two other kinds of acquisition in chapter 11, 
and that therefore it must come in here. But I could not see how this 
could possibly be found in this passage, so long as the usual parenthesis 
is kept, including etaBAnrixfjc. It was only when it occurred to me to 
discard the parenthesis, and to take meraSAyrixc with the following 
words, that I could find any such meaning as you justly demanded. 

I must thank you for asking me a question which made it necessary 
for me to study this important passage again, and with more care than 


I ever gave to it before. 
Yours most truly, 


W. W. Goopwin. 


P.S.— With this view, I do not feel so strongly as I did that the ac- 
count in chapter 11 is written from a different point of view from that 
in the preceding chapters, and so may be inserted here from a loose 
paper of Aristotle, like certain passages in Book IV. (vii.). 











NOTES AND MEMORANDA. 


Our readers will be interested to know that the Verein fir 
Socialpolitik has arranged for a fortnight during next autumn 
a series of popular courses of lectures in Berlin by some of 
the most distinguished professors of Economics in Germany. 
During this “social-politische Ferienkursus” there will prob- 
ably be an opportunity of listening to lectures on the follow- 
ing subjects : — 

Brentano (Munich), Arbeitslohn. 

Schmoller (Berlin), Arbeitstheilung, sociale Klassen-bildung 
und sociale Kiimpfe. 

Wagner (Berlin), Privateigenthum und Kommunismus. 

Miaskowski (Leipzig), Die Agrar-frage. 

Sering (Berlin), Die Agrar-verhiltnisse in Deutschland. 

Bicher (Leipzig), Gewerbliche Betriebsformen. 

Conrad (Halle), Kolonien und Auswanderung. 

Elster (Breslau), Armenwesen und Versicherungswesen. 

Oldenburg (Berlin), Deutsche Sozialisten. 

Knapp (Strassburg), Agrarwesen [or] Geldwesen. And 
two other lectures not yet decided upon. 

The lecturers are all university instructors. Each one will 
deliver six lectures, to be given in Berlin in the Univer- 
sity Building, commencing September 30 and continuing two 
weeks. The price for each course will be either two or three 
marks, not yet definitely fixed. Women will be admitted on 
the same footing with men. 

If the experiment proves successful, as no doubt it will, a 
permanent organization will be set on foot. 


Mr. Joun Ran’s Life of Adam Smith, announced some 
time ago by Macmillan, is now published, and justifies the 
general expectation that it would be found to be a solid and 
satisfactory performance. Mr. Rae has patiently brought to- 
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gether every scrap of biographical information, and sets it 
forth in a manner both clear and pleasant. It is as to Adam 
Smith’s professorial activity, and still more as to his expe- 
riences in France, that we are especially thankful for a more 
detailed account than is given in Dugald Stewart’s meagre 
memoir. 

Adam Smith’s personality now stands clearly enough before 
us,— powerful, dignified, genial; not, perhaps, very winning. 
The biographer has indeed restricted himself mainly to the 
external incidents in Smith’s life, and in this field has probably 
left but little to be done by any successor. Of Smith’s mental 
history, however, hardly any account is attempted; and where 
Mr. Rae does touch upon it, as in occasional references to the 
Physiocrats, his remarks hardly show the careful study of 
the sources displayed in the rest of the book. But the chosen 
task was the one that needed to be attended to first, and it 
has been performed once for all. 

The reader will be interested to find that Mr. Rae has 
brought together about fifty letters written by Adam Smith, 
including nearly all that have hitherto found their way into 
print and not far from twenty-five now printed for the first 
time. 


Tue British Economic Association has issued a beautifully 
executed fac-simile reproduction of Quesnay’s Tableau Cico- 
nomique. This is not, it may be noticed, a copy of the origi- 
nal manuscript, still extant, nor of the first edition, which was 
so rigorously suppressed that a copy of it is no longer recover- 
able. It is a copy of the reprint, “with some slight modifica- 
tions,” which was made for Quesnay’s own use in 1759, and 
of which an example has been recently rediscovered by Dr. 
Bauer. The “few prefatory remarks” are rather scrappy ; 
and the unprepared or forgetful reader who finds himself con- 
fronted with the “Extrait des G2conomies Royales de M. de 
Sully,” without a word of warning as to that mystifying title, 
may wish for some little explanation. But, on the whole, the 
Association may well be satisfied with this, the first of its re- 
prints. 
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Tue Chief of the Bureau of Statistics has given notice that, 
under the recent law governing the public printing of the 
United States, the edition of the Monthly Summary of Im- 
ports and Exports has been reduced to so small a number as 
to forbid its distribution except to custom-houses and public 
offices. This notice will cause great regret to a large number 
of persons who have found this publication a valuable aid in 
the past. In the hands of Mr. Worthington C. Ford, the 
present chief, the scope of the work has been greatly en- 
larged until it has become one of the most important docu- 
ments issued by the government, incomparably more useful 
to the public than a large part of the matter which the Houses 
of Congress order to be printed and distributed by the ton. 


Proressor Gustav ScHMOLLER is understood to be at 
work on a Grundriss der Nationaloekonomie, which he 
expects to publish next year. It will be an enlargement of his 
article in Conrad’s Handwérterbuch der Staatswissenschaften, 
and of his lectures on “Allgemeine oder theoretische Na- 
tionalékonomie,.” There will also be some additional chapters 
by Professor Lexis on the mathematical and biological aspects 
of the science. 
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